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! Royal has more work-saving, time-saving features 

GREATER EFFICIENCY! Royal | k g, t g feat 
than any other typewriter. Result: Royals can deliver more letter-production per ma- 

sw chine. This is a fact. Call in your Royal representative—and be shown the proof—in 


an actual Royal demonstration! 


GREATER DURABILITY! Royals are the sturdiest typewriters engineerin 
: y} & g 
science has produced. Because of this fact, Royals stand up longer, spend more time on 
gs the job, /ess time out for repairs. Resuit: Royals cut stenographic work losses to a mini- 


mum, give you the maximum return from your typewriter investment. 


THE FAVORITE WITH TYPISTS! A national survey made among hun- 
dreds of business girls shows that Royal is the preferred typewriter—2 to / over any 

gs other typewriter. Your stenographic staff will do more and better work on machines 
they prefer to use. Order Royals! 
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8 This Policy provides indemnity for Loss of Life, Limb, Sight and Time while’ hospital confined, 
by accidental means, to the extent herein limited and provided. 
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Fortu-three vears ago the International 
Accountants Society was incorporated as 
a school of accounting. 

We are proud of our reputation for up-to-date 
instruction twhich has kept pace with the 
changing times through all these uears. 


Co our manv accountant friends whose in- 
fluence and co-operation have been largely re- 
sponsible for the growth and development of 
this insticution, we extend sincere appreciation. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD 


CHICAGO 6, ILLINOFS 
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| 7 Introducing This Month’s Authors 








Chester I. Barnard, (‘International Control 
of Atomic Energy,’ page 608) has: for many 
years combined an exceptional executive abil- 
ity with a broad 
knowledge of hu- 
man affairs to 
participate in a 
wide range of 
civic activities Out- 
side the telephone 
industry, in which 
he has spent his 
entire business ca- 
reer. Besides serv- 
ice this Spring on 
the five-man board 
of consultants to 
the State Depart- 
ment on methods of 
control of atomic 
energy, which sub- 
mitted a report 
which laid the basis for American policy on 
its international control, he is currently a mem- 
ber of a nine-man committee appointed by 
President Truman to coordinate Federal med- 
ical services. He served as national president 
of United Service Organizations, Inc. (USO) 
for three years and has continued as chairman 
of its executive committee. Mr. Barnard re- 
ceived the Navy’s Meritorious Civilian Service 
Award in 1944 in recognition of outstanding 
service as senior civilian member of the Third 
Naval District Navy Manpower Survey Com- 
mittee, and the Presidential Medal for Merit 
this year for his USO leadership. 

His business career began in 1909, in the 
statistical department of the American Tele- 
phone and Telegraph Company. After becom- 
ing commercial engineer of that company in 
1915, he went to Pennsylvania, in 1922, as as- 
sistant vice president and general manager of 
the Bell Telephone Company of Pennsylvania 
and Associated Companies, becoming general 
manager of those companies in 1923, and vice 
president in charge of operations in 1926. He 
went to New Jersey as president of the New 
Jersey Bell Telephone Company October 1, 
1927 when that company began statewide op- 
eration. During his early telephone career he 
became a recognized authority on telephone 
commercial practice and the economics of tele- 
phone rates, and during World War I was 
technical adviser on rates to the Rate Com. 
mission and Operating Board of the United 
States Telephone Administration (1918-19). 


Paul Parker 





MR. BARNARD 


Attorney for The Fuller Brush Company at 
Hartford, Connecticut, Mr. Burns (“‘Negotiat- 
ing Labor Contracts,” page 616) received his 
academic training 
at the University of 
Connecticut, Yale 
University, and the 
University of Col- 
orado. A member 
of the state and 
national bar asso- 
ciations, he also 
served as an In- 
dustry Member of 
the National 
Wage Stabilization 
Board, and is an 
instructor of tax- 
ation and _ labor 
law at the College 
of Law of the 
University of Con- 





MR. BURNS 


necticut. 
Before assuming his present position with 


The Fuller Brush Company, as attorney, Mr. 
Burns was counsel for the Manufacturers As- 
sociation of Connecticut. 


A native of Canada, Dr. Cowan (‘‘Market- 
ing and Output is the Answer,” page 604) is 
a naturalized American citizen, who has, dur- 
ing more than a 
quarter of a cen- 
tury, gained wide 
experience as a 
business executive, 
university profes- 
sor, research econ- 
omist and more 
recently as man- 
agement consult- 
ant, as well as 
being author of 
numerous articles 
on economic and 
marketing prob- 
lems and a text, 
issued by the Uni- 
versity of Chicago 
Press in 1938, 
“Sales Analysis from the Management Stand- 
point.”” He received his Ph.D. in economics at 
the University of Minnesota, following study 
at Queens University, where he won _ the 
Gowan Prize in political and economic science, 
and at the University of Toronto, where as a 
MacKenzie Fellow in economics, he specialized 
in trade and transportation. 

Two years as a junior executive with Good- 
year Tire and Rubber Company, of Canada, 
were followed by some twenty years of teach- 
ing at five of our larger mid-Western univer- 
sities. Then followed fifteen years as research 
economist and chief statistician of Swift and 
Company, Chicago, before Dr. Cowan joined 
Republic Steel Corporation as economist and 
manager of the Commercial Research Division. 
In 1940 he organized his own management 
consultant firm. 





DR. COWAN 


Organizer and chairman of the Board of 
Tax Appeals, following appointment by Pres- 
ident Coolidge in 1924, Mr. Hamel (‘‘Admin- 

istration of Sec- 

Harris & Ewing tion 722,” page 

619) again ac- 
cepted a _ federal 
appointment in 
June, 1946, when 
he was named 
chairman of the 
newly -organized 
Excess Profits Tax 
Council. In the 
intervening years, 
since 1925, Mr. 
Hamel has prac- 
ticed law continu- 
ously as a senior 
partner of Hamel, 
Park and Saunders 
in Washington, 
D. C. In 1927 and 1928 he served as counsel 
to the Joint Congressional Committee on In- 
ternal Revenue Taxation. A member of the 
American, the District of Columbia and the 
California State Bar Associations, Mr. Hamel 
is a native of Minnesota, who was reared and 
educated in North Dakota, from whose uni- 
versity he received, in 1903, his B.A. degree. 

Legal study followed and then, in 1906, 
Mr. Hamel began three years of service as 
secretary to United States Senator H. C. Hans- 
brough. From 1909 to 1914 our author did 





MR. HAMEL 


regular work in the Department of Interior 
participating, in that period in many public 
land cases, including the so-called Alaska ¢oa| 
land fraud cases. For seven years, beginning 
in 1915, he served as special assistant to the 
United States Attorney General, Participating 
in the trial of cases in connection with the so. 
called withdrawal oil land cases, in California 
and Wyoming. Mr. Hamel was named assist. 
ant solicitor of the Bureau of Internal Revenye 
in 1922 and a year later was appointed chair. 
man of the Committee on Appeals and Rey. 
enue of the Bureau of Internal Revenue, A 
contributor of articles on taxation to many 
magazines, he is author of ‘Practice and Eyj- 
dence Before the Tax Court of the United 


States.” 


For Mr. Stark (“Administrative and Oper. 
ational Trends in Pension Trusts,” page 612) 
his article is a return engagement on the same 


subject, for his 
earlier observa- 
tions on pension, 
bonus and _profit- 
sharing trusts were 
included in our 
issue of April, 
1943. Mr. Stark is 
a graduate of the 
School of Life In- 
surance of Car- 
negie Institute of 
Technology, and 
was designated a 
chartered life un- 
derwriter in 1932. 
He had previously 
pursued collegiate 
studies at North- 


western University 





MR. STARK 


during 1927-1928, 


special law courses at the University of Tulsa. 
Mr. Stark is author of “Estate Planning and 


Tax Economies.” 


Active in civic affairs, in- 


cluding service as reemployment committee 
man, under Selective Service during the war, 
he is a member of the speakers bureau of the 
Community Chest, and pursues such hobbies 
as woodworking, golf and horseback riding. 


Now president 


Heber-Fuger-Wendin, 


Inc., a post he has held since 1935, Mr. Wen- 


din (“Current 
610) is an invest- 
ment, financial and 
valuation consult- 
ant for both indi- 
viduals and _insti- 
tutions. Holder of 
a B.S. degree in 
electrical engineer- 
ing from Worces- 
ter Polytechnic 
Institute, Mr. 
Wendin is like- 
wise an alumnus 
of the Harvard 
Graduate School 
of Business Ad- 
ministration, from 
which he received 
an M.B.A. degree 


Financial 


Conditions,” page 





MR. WENDIN 


in 1930. Before forming Wendin and Com- 
pany in 1934, prior to its merger with Heber- 
Fuger and Company in 1935, Mr. Wendin 
had gained a variety of background in such 
roles as treasurer of a clothing manufacturing 
firm in New Jersey and statistical researcher 
for one of the large New York banks. He has 
been on the faculty of the University of De 
troit since 1934, teaching corporation finance 
and investment analysis, and has prepa 

many studies regarding values of stocks 4 

partnership interests, in addition to appearing 


as an expert valuation witness 


ore the 


United States Tax Court. 


—PauL HAASE 
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by George T. Altman 


H ERE is a practical ready reference and training course in federal 
Me 4 a taxation. Here is a plain-spoken explanation of the outstanding 
— federal taxes as imposed by the federal revenue laws—with empha- 
927-1928, fe sis throughout on federal income taxation. Actually every angle of 
of Tulsa —_ —— federal taxation, including “estimates,” income tax withholding, 
) repealed excess profits tax (for carry-backs of unused credit which 
may have to be computed for 1946), gift taxes, estate tax, employ- 
ment taxes, stamp taxes, and excise taxes, comes in for understand- 
able explanation and discussion. Not a book, not a Topical Law 
Reporter, this is a Course especially designed to make it easy to 
become familiar with the “ins” and “outs” of the federal tax system 
— how it was developed — what it is today. Gives expert’s-eye view 
of everyday federal tax problems. 
Each Tax, Each Taxpayer — Individuals, Corporations, Partnerships, 
Estates and Trusts — whatever the tax, whoever the taxpayer, if it is 
federal taxation and belongs in the Course, it is covered here, speci- 
fically, definitely. Over 500 illustrative examples and calculations 
moke plainer just how the federal tax laws are actually interpreted 
and applied. Current filled-in return forms, and pertinent Code 
provisions provided, plus a wealth of “real-life” background from 
actual tax practice — all contribute to supply everything necessary 
or helpful for an everyday, working knowledge of federal taxation. 
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E-dittort.al Comment 


Impetus to Controllership Research 


HE announcement made by President Daniel J. 

Hennessy, of the Controllership Foundation, Inc., 
on page 618 of this issue, of appointment of a research 
director for the Foundation is one which has been 
awaited with keen anticipation for many months by 
those who have contributed funds to the Foundation 
for the furtherance of its work. 

On the shoulders of Mr. Clyde E. Watkins will fall 
a large part of the burden of devising a program, with 
the aid of the officers and a special committee of the 
Foundation; also for directing the work. Mr. Watkins 
brings to his task a diversified experience, special qual- 
ifications, a record of accomplishment and a high de- 
gree of enthusiasm which promise much for the future 
of the Foundation. 

The fact that the officers and trustees of that body 
have not been hasty in selecting its operating head, and 
that they looked far and wide before deciding on Mr. 
Watkins, testifies to the importance which they attach 
to this office. Mr. Watkins will not himself conduct 
the surveys and studies which are decided upon by the 
Foundation as worthy of its attention. There is to be 
no staff of economists, statisticians and researchers at 
the Foundation’s headquarters, which in itself will be 
limited to two or three employees. The plan is to make 
grants to educational or other institutions, or to in- 
dividuals, deemed to be best equipped to conduct spe- 
cific studies. Mr. Watkins will supervise.the work as 
it progresses and help to prepare for publication the 
reports of results. 

Supporters of the Foundation may expect to see a 
quickening of its work, with resultant early produc- 
tion of material which will be, it is hoped, of specific 
practical value to business managements. 


SEC Working on Difficult Problem 


HE Securities and Exchange Commission is work- 

ing on a difficult problem. It is, in brief, how to 
accomplish the broadest practical dissemination of in- 
formation contained in a Securities Act registration 
statement between the filing date and the effective 
date, without permitting the presentation of that in- 
formation to foster a solicitation of offers to buy the 
securities during what is termed the waiting or cooling 
period. 
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Some proposals have been drafted to that end. Cer- 
tain definite things may be done which in themselves 
will not constitute an attempt to dispose of a security 
or the solicitation of an offer to buy it. A “red herring” 
prospectus may be disseminated. This is a circular de- 
scribing a security in the method in which a prospectus 
conforming to Section Ten describes a security, but 
clearly marked to indicate that it is informative only 
and is not intended to solicit offers to buy or to make 
an offer to sell. A statement to that effect must be 
printed in red type on the first page. : 

The Commission is soliciting help in making this 
provision effective. It was described in a release, No. 
3165, and comments and suggestions were invited 
from interested persons, by November 12. 


A Report on Controllers’ Reports Due Soon 
NS hard and fast rule can be laid down as to the 


type, contents, scope and frequency of reports 
to ‘top managements” of business enterprises. Control- 
lers are engaged, and have been for some time, in 
trying to simplify and evaluate the principles by which 
they may be guided in this department of their respon- 
sibilities. They are making satisfactory progress in this 
undertaking. The subject is one which is claiming wide 
attention. Many articles and papers are being written 
for the guidance of those who are charged with the 
making of these reports. 

Such an article, a particularly concise and illuminat- 
ing contribution to the subject, is that by Simon C. 
Kelly, which appeared in the October issue of this 
publication. Mr. Kelly is assistant treasurer of the 
Western Auto Supply Company of Kansas City, Mis- 
souri. 

A controller's approach to this problem must take 
into account the wishes and needs of the management 
of his company with respect to the information which 
they feel is necessary, but he need not be limited by 
those wishes and needs. His own initiative and powers 
of analysis of the financial facts and operating statistics 
of the business, plus common sense as to what the 
situation requires, may and should be given full play. 
Within bounds, his reports to management should be 
so devised as to make them informative, timely, and 
useful in formulating policies. 

It is perhaps superfluous to say that these reports 















sh 
ne 
if 
she 
nif 
clu 
no’ 
or 
( 
me 
que 
abl 
the 
eas 
Ret 
rec 
ure 
the 
trol 
h 
the 
wit! 
thre 
l 
be | 
tion 
con 
sho" 
T 
mea 
nua. 
ope: 
nari 
¥ 
pani 
cult 
discl 
pref 
Rep 
macl 
troll 
and 
Ame 
of cc 
Scop: 
and | 
A 
whic 
repo: 
Instit 
shou 
on re 
be m 


Conty 


W 


tions 
must 





_s 


. Cer- 
selves 
curity 
ring” 
ar de- 
pectus 
y, but 
> only 
make 
ust be 


g this 
2, No. 


nvited 


to the 
eports 
yntrol- 
ne, in 
which 
espon- 
in this 
x wide 
vritten 
th the 


minat- 
ion C. 
yf this 
of the 
, Mis- 


t take 
rement 
which 
ted by 
owers 
atistics 
at the 
| play. 
uld be 
y, and 


‘eports 








should be brief, concise and to the point, with all un- 
necessary details eliminated, but held in reserve for use 
if needed, a point which Mr. Kelly emphasized. They 
should be in such form that their connotations and sig- 
nificance can be easily comprehended. They should in- 
dude comparisons which will enable busy men to 
note deviations from budgets and from past periods, 
or from other indices. 

Once a form which is acceptable to a given manage- 
ment has been devised, it should not be changed fre- 
uently. If a change or addition is found to be desir- 
able it should be such as to effect the transition from 
the earlier form in a simple manner which will permit 
easy association and comparison with the earlier form. 
Retention of key figures is important. Officers and di- 
rectors of a business concern often memorize key fig- 
ures, or keep them in mind by brief memoranda which 
they themselves make, extracting them from the con- 
troller’s reports. 

Managements should have sufficient confidence in 
their controllers to accept totals or other key figures 
without requiring a mass of computations to wade 
through and check. 

Unsatisfactory results of operations should of course 
be explained, so that management may be in a posi- 
tion to take whatever steps are necessary to correct the 
conditions, policies, or procedures which may be 
shown to have been the cause. 

The periods covered by reports will dictate in a 
measure the ground to be covered. Quarterly and an- 
nual reports will perhaps include narrative reviews of 
operations and their results, which would not ordi- 
natily find a place in monthly reports. 

What is being done by controllers of specific com- 
panies in the way of making reports is sometimes diffi- 
cult to discover, as controllers are naturally loath to 
disclose actual figures, and usually are too busy to 
prepare dummy forms for study by other controllers. 
Report making is indeed an intimate piece of internal 
machinery, and in fact a foundation stone of the con- 
troller’s responsibilities. In spite of these handicaps 
and obstacles, however, the Controllers Institute of 
America has been able to obtain from a sizeable group 
of controllers detailed information with respect to the 
scope and form of the reports which they have devised 
and are using currently. 

A booklet is to be prepared soon by The Institute 
which will include descriptions and sample forms of 
teports, based on the information obtained by The 
Institute from these representative controllers. It 
should be a most useful document—a report in itself, 
on reports. It is such work which The Institute finds to 
be most valuable to its members and to business. 


Control Is Civilization: Control Is Government 


HEN it can be reported by authoritative com- 
‘¥ mentators that 22 of 25 representative corpofra- 
tions use the title “controller” or “comptroller,” it 
must be acknowledged that substantial progress is be- 
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ing made in widening the recognition that is being 
given by business managements to the usefulness of 
controllership in modern business. It was not like that 
just a few short years ago. 

The report to which reference is made was published 
in 1944, entitled “The Functions of Corporate Secre- 
taries, Treasurers and Comptrollers’—an unfortunate 
spelling which it seems difficult to eradicate. The re- 
port was prepared by D. H. Voorheis of the Depart- 
ment on Organization, Standard Oil Company of Cali- 
fornia, with the assistance of J. Hugh Jackson, dean of 
the Graduate School of Business, Stanford University. 
Reference was made to it by W. K. Minor, a member 
of the Controllers Institute of America, in an article 
which appeared in the October issue of this publica- 
tion. Mr. Minor is manager of the Organization and 
Methods Division, Comptroller’s Department, Stand- 
ard Oil Company of California. 

Mr. Minor reported further that 17 of the 25 com- 
panies which were studied include the controller in 
their by-laws as an officer. In 7 of the companies the 
controller is appointed by the Board of Directors or 
the ranking administrative officer authorized to ap- 
point other officers. In 18 of the companies the ap- 
pointment was made in some other manner, generally 
by some other officer. These facts are significant, too, 
as indicating progress in the recognition of the im- 
portance placed by management on the usefulness and 
value of the functions of controllership. 

The Controllers Institute of America notes with in- 
terest these evidences of the success of its work in this 
field, which it regards as the result merely of placing 
before business men concrete information as to what 
a controller is expected to contribute to the successful 
conduct of a business enterprise. 

It has been pointed out repeatedly that The Insti- 
tute is not conducting a campaign, nor are individual 
controllers, of self-glorification. They are extremely 
conservative on that point. They wish merely to be 
known by their works. 

The type of management of a given company, and 
the size of the company, are usually the deciding fac- 
tors in determining whether controllership functions 
shall be recognized, defined and introduced, and to 
what extent. Controllership is essential to the success 
of any business enterprise. The functions must be per- 
formed by some one. They are fundamental. Often a 
president, especially in the case of a small company, 
performs them himself, with the aid of assistants, or of 
certified public accountants. It is when a_ business 
grows and becomes complex that the duties are assem- 
bled under one tent, so to speak, and assigned to one 
individual. 

Control is civilization. Control is government. It is 
one of the first things that prospective army officers 
are taught. It is the rock upon which business is 
founded. It is exercised, in a given company, by the 
chief executive, on the basis of facts supplied by the 
controller. 


—A. R. T. 








Output and Marketing is the Answer 


In some corporations, the controller is 
ptimarily concerned with financial ratios 
and other records derived mainly from 
general accounting for comparisons with 
previous years. These records add together 
dollars of purchases, of sales, of payrolls, 
and the like. Without further analysis, the 
resulting totals and averages fail to reveal 
important facts. Management is asking for 
more minute breakdown and analysis of 
detail relating to both plant operations 
and selling activities. The dollar tabula- 
tions, to be more meaningful, need allow- 
ance for changing value of the dollar and 
have to be related to pertinent physical 
units such as material purchased, hours of 
labor, output per hour, power used, units 
of product sold, salesmen’s travel time, 
size of customers, and others. In short, 
the controller's function is becoming in- 
creasingly analytical and his records are 
being broadened from their historical fi- 
nancial character to become a dynamic 
tool of everyday guidance to management 
in all phases of each business enterprise. 
Failure to satisfy management’s needs 
often results in the scattering of controller 
activities among various departments. 

The labor problem continues to be 
management's most important considera- 
tion. Whether the subject under discus- 
sion be the supply of raw materials, de- 
livery of much wanted goods, operating 
rates, capital requirements, costs, prices, 
profits or the future trend of business, it 
will usually be found to hinge on the la- 
bor situation. The departments of labor 
relations and industrial engineering are 
often required to furnish some of the 
facts. But the controller should bear the 
responsibility of interpreting the effects of 
labor cost trends and labor demands upon 
the corporation’s — capital require- 
ments, profits, and competitive position. 
For this reason, the economic aspects of 
labor, particularly relating to steel as a 
basic weather vane for other industries, 
are a most timely topic for this conven- 
tion. 

Each corporation is engaged in buying 
labor to carry on its operations and each 
worker through his union representatives 
is interested in selling his services. Thus, 
a market exists in which the basic ele- 
ments are the wages to be paid to obtain 
a supply of each kind of labor, productiv- 
ity, the alternate costs of using machinery 
and the prices obtainable for the resulting 
products. 


Wages and Productivity 


In the past, labor has bargained for 
higher wages for its services, and the first 


By Donald R. G. Cowan 


part of this paper will be devoted to a 
discussion of labor's wages and productiv- 
ity. Lebor is now endeavoring to sell man- 
agement an annual quantity of its services 
at a fixed wage rate. This is commonly 
known as a guaranteed wage plan. The 
general aspects of such a plan and its ap- 
plicability to the steel industry are dis- 
cussed in the second part of this paper. 

From an historical standpoint, the in- 
vestment of savings in machinery has 
taken place at a more rapid rate of 
growth than population. Because the labor 
supply has been the more limited factor of 
gent the increasing demand for la- 

or to operate the ever-improving ma- 
chinery has brought about the long up- 
ward trend in wage rates and weekly 
earnings. The development of labor-sav- 
ing machinery and managerial efficiency 
has, in fact, been so swift that labor has 
received more pay for fewer hours and 
larger amounts of goods have generally 
been turned out at the same or lower 
prices. Thus, the worker's rea/! income 
and standard of living have risen. 

Between 1923 and 1945, real wages 
per hour, allowing for changes in the 
price level, have increased 96 per cent. in 
all manufacturing and 99 per cent. in 
steel. In real weekly earnings, the corre- 
sponding increases have been 73 per cent. 
and 53 per cent. 

In its bargaining with management, la- 
bor unions have not hesitated to attribute 
the long rise in real wages to labor efh- 
ciency and unionizetion. Both points are 
debatable. As evidence of increasing efh- 
ciency, labor points to the long increase 
in output per man hour, or a better way 


(1) Real labor costs are those costs which 
would have been incurred if the general level 
of prices were constant. They are determined 
by dividing the actual costs by the Bureau of 
Labor Statistics Wholesale Price Index. To en- 
able management to make comparisons, the 
same index is used to compute real income, 
wages, and earnings.—D. R. G. C. 


to regard it, the long decrease in the num. 
ber of man hours required to produce any 
unit of goods. From 1920 to 1945, the 
number of man hours required per unit of 
output declined 62 per cent. in manufac. 
turing industries, 60 per cent. in the iron 
and steel industry, and an estimated 30 
per cent. in the coal industry. 

Decline in man hour requirements per 
unit of output is due, not so much to in. 
creased skill and dexterity of labor, as to 
inventions and_ technological Progress 
which have enabled increased capital in. 
vestments to be made in more productive 
labor-saving machines as well as improved 
managerial organization and knowledge. 
In the coal industry, for example, between 
1918 and 1945 coal cut by machines in. 
creased from 57 per cent. to 91 per cent. 
of underground production. Between 
1925 and 1945, coal loaded by machines 
increased from 1 per cent. to 56 per cent. 
of underground production. Surface or 
strip mining, especially adapted to power 
shovel mechanization, increased from 1 
per cent. of total production in 1918 to 18 
per cent. in 1945. Mr. Charles E. Young 
of Westinghouse Electric and Manufactur- 
ing Company has shown that since 1899 
the rising production per man hour has 
been closely related to increasing use of 
power per employed wage earner. 

Mechanical and technical progress is 
evidenced on every hand in steel making 
and fabricating. As a consequence, the 
number of man hours required to produce 
a ton of steel, an automobile, a refrigera- 
tor and a host of other raw materials and 
manufactured products has been greatly 
reduced. The resulting savings should be 
passed on to all consumers in lower prices, 
thus enabling all workers to buy more 
goods and services. 

Wage earners in manufacturing indus- 
tries as a whole have benefited by in- 
creased productivity either through higher 
wages, lower prices, or both. This fact is 





his “take-home.” 


BALANCING NEW LABOR DEMANDS 


With the skill of a surgeon-specialist, Dr. Cowan cuts to the root of our capital- 
management-labor troubles in this paper which he delivered before the Iron and 
Steel Conference of The Controllers Institute’s fifteenth annual meeting in Sep- 
tember. Higher wage rates, guaranteed wage plans and other union demands 
of the present are bound closely to the possibility of greater output by the indi- 
vidual worker. Nor should the significance of more and better capital tools be 
overlooked in these matters; the real tool-owners, the investors, deserve full con- 
sideration for their part in making available funds for improved technological 
processes, thereby aiding the worker to increase his units of output and add to 


—THE EDITOR 
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indicated by the close relationship be- 
tween real wages per hour and output per 
man hour. 

This brings up for consideration the 
benefits to be obtained by unionization. 
In a free market the growing demand for 
labor to operate machines tends to estab- 
lish wages that, although rising, give full 
employment to each cl»ss of labor. Unions 
may safely demand and protect increased 
wages that are justified to this extent. Be- 
yond this, however, their coercive bargain- 
ing for increases that are unwarranted by 
the demand and supply of the particular 
class of labor will result in their unem- 
ployment because of a more rapid intro- 
duction of labor-saving machinery or in- 
creased prices of the finished products 
which check consumption and production. 
To repeat, unions may help labor to ob- 
tain the full advance in wages justified- 
by demand and supply of labor, but 
they may harm ‘their members and our 
national economy by forcing wage in- 
creases that are not so justified, thereby 
causing unemployment, increased factory 
costs, higher prices, and lower living 
standards. 


OUTPUT AND REAL WAGES 


It is an accepted fact that, in general, 
as output per man hour has increased real 
hourly earnings of labor have also in- 
creased. The result has been that in man- 
ufacturing since 1920, the man hours 
pet unit of output have declined very 
markedly while the real labor cost per unit 
of output has shown only a moderate tend- 
ency to decline. In the iron and steel in- 
dustry, although man hours per unit of 
output have shown a large decline since 
1920, real labor cost per unit of output 
has shown only a slight downward trend. 
In the coal industry, man hours per ton 
declined 37 per cent. from 1916 to 1945 
while real labor cost per ton increased 
66 per cent. necessitating increases in the 
real ptice of coal at the mine. Thus, it is 
plain that through higher wages labor has 
obtained the major benefit of mechaniza- 
tion. 

From time to time, labor has obtained 
real wages that were either higher or 
lower than the normal relationship with 
productivity. would warrant. Labor's real 
wages were above this normal in the years 
1932, 1938, and 1945 and below in 1928, 
1936, and 1942. How should the present 
wage situation be appraised ? 

For twenty-five manufacturing indus- 
ties, Output per man hour in June, 1946 
is 5 per cent. below the average of 1945, 
whereas real hourly earnings of labor are 
2 td cent. higher. In' the iren and steel 
industry, output per mari hour reached its 
highest level in 1942 but in the first five 
months of 1946, owing to the steel and 
coal strikes, it was 17. per’ cent. below 
the "1942 average. By June, 1946, how- 


ever, output per man hour had improved 
and was only 3 per cent. below the 1942 
average and about 16 per cent. above -the 
1945 average. Real hourly earnings of 
steel labor are 14 per cent. higher in 
June, 1946 than in 1942 and 1 per cent. 
higher than in 1945. For the automobile 
industry, the Department of Commerce 
formula indicates an output for 1946 to 
date of 13.4 pounds per man hour com- 
pared with 18.2 pounds in 1941. In auto- 
mobile parts manufacturing, a similar 
comparison indicates a decline of about 
25 per cent. According to the American 
Management Association Management Re- 
view for August, 1946, for three identical 
jobs in one automobile plant the efficiency 
measured in minutes had declined 34 per 
cent., 40 per cent., and 43 per cent. re- 
spectively in 1945 compared with 1940 
and 1941. 

Wages and output per man hour are 
important only as they affect real labor 
costs. For manufacturing, the man hours 
required per unit of output increased 5 
per cent. from the average of 1945 to 
June, 1946, while in the same period real 
labor cost per unit of output increased 6 
per cent. In bituminous coal mining, the 
number of man hours required per ton 
of coal has been rising since 1939 revers- 
ing a long downward trend, and the real 
labor cost is at an all-time high. In the 
iron and steel industry, the man hours 
per unit of output, which were lowest in 
1942, had increased 6 per cent. by 1945 
and 20 per cent. in the first five months 
of 1946, although in June, 1946 it was 2 
per cent. less than the 1945 level. Com- 
pared with 1942, real labor cost per unit 
was 19 per cent. higher in 1945 and 42 
per cent. higher in the first five months of 
1946. In June, 1946, however, real labor 
cost was 1 per cent. less than the 1945 
average, reflecting the effect of a shorter 
work week with overtime eliminated as 
well as steadier operations and recent im- 
provement in productivity. 

The extraordinarily high level of labor 
cost per unit of output becomes more 
alarming when the level of production is 
considered. 

Volume of output is, of course, an im- 
portant influence upon the level of out- 
put per man hour and the labor cost per 
unit of output. When volume declines 
real labor cost per unit of output usually 
increases because employers are unable to 
make a proportionate reduction in hours 
and the real wage rate. This inflexibility 
in labor costs was the cause of the pre- 
war peaks in labor cost per unit of out- 
put in manufacturing which occurred in 
1921, 1924, 1927, 1931, 1934, and .1938, 
without exception years of slackened 
business activity. With production diffi- 
culties and lower output in 1946, real 
labor cost per unit of output is the highest 
since 1932, while man hours per unit of 
output have experienced the first impor- 
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tant upturn after twenty-five years of 
fairly steady decline. Similarly, periodic 
declines in steel volume have brought 
about recurring high levels in both man 
hours and real labor cost per unit of steel 
output, the peaks occurring in 1921, 
1932, and 1938, with operating rates not 
over 40 per cent. of capacity. Owing to 
the strikes in steel, coal and other indus- 
tries, the real steel labor cost in 1946 to 
the end of May averaged 19 per cent. 
higher than in 1945 while the operating 
rate dropped from 84 per cent. to 57 per 
cent. In June, 1946 the operating rate was 
75 per cent. and the real labor cost was 
17 per cent. less than in the five months 
ending in May. 

How do real steel labor costs in 1946 
compare with those in years having the 
same operating rate? According to the re- 
lationship between the rate of operations 
and real labor cost per unit of output in 
the past twenty-five years, the real labor 
cost in the first five months of 1946 was 
11 per cent. above normal. Putting it an- 
other way, the real labor cost was at a 
level corresponding to an operating rate 
of 32 per cent. of capacity, whereas the 
actual operating rate was 57 per cent. In 
June, 1946, the real labor cost was 3 per 
cent above normal at the operating rate 
of 75 per cent. In other words, the real 
labor cost in June corresponded to the 
normal cost for an operating rate of 70 
per cent. It is obvious that while the steel 
industry's labor costs are above normal 
they are not as seriously out of line as 
some industries’. In the automobile indus- 
try, after allowing for possible increases 
in output of about 25 per cent., workers’ 
efficiency is said to be 20 to 30 per cent. 
under 1941 standards. It should be kept 
in mind that in this appraisal it has been 
necessary to use real labor costs, but 
money labor costs are higher owing to the 
higher price levels. 

A further tendency of vital importance 
to the steel industry is the upward tend- 
ency in real labor costs in the past ten 
years compared with the downward tend- 
ency in the decade, 1920-29. This reversal 
is revealed by adjusting real labor cost 
per unit of output to the basis of an aver- 
age operating rate. At a constant operat- 
ing rate, real labor costs declined about 
5 per cent. from 1920 through 1929. 
Since the depression, as represented by 
the decade 1936-45, two changes have 
taken place. In this decade, the level of 
real labor costs is about 5 per cent. higher 
than that of the 1920's and the trend is 
about as rapidly upward as it was down- 
ward in the earlier period. Adjusted to 
the same operating rate, real labor cost 
in 1945 was 11 per cent. higher than in 
1929. 


HIGH Cost. CONSEQUENCES 


The consequences of high labor costs 
are of great importance in the formula- 








606 


tion of business policies for the future. 

(1) The rise in wages is necessitating 
large increases in both working capital 
and fixed capital investments in ma- 
chinery. More working capital is needed 
for higher payrolls. The Iron and Steel 
Institute reports that in 1945 forty cents 
of every dollar of sales went into payrolls, 
an increase of three cents since 1937. 
Larger fixed investments will be necessary 
because further use of labor-saving ma- 
chinery will help to offset the higher la- 
bor costs. 

(2) The rise in labor costs has raised 
the break-even point in many industries. 
In the steel industry, it is now between 
70 per cent. and 80 per cent. This, cou- 
pled with the contractual establishment of 
wage levels for many months at a time, 
has made a decline in volume of output 
a more serious factor than formerly. The 
only way by which labor costs can be 
kept flexible is by increasing personal effh- 
ciency in proportion to wages. Incentive 
wages have this merit. 

(3) The general increase in labor costs 
falls more heavily on some industries than 
on others because of differences in the 
relative importance of labor costs and 
other costs. Thus, an increase in wages 
may cause the prices of some finished 
products to become either actually or rela- 
tively more expensive to buy than others. 
One of the best examples is the growing 
disparity between the prices of various 
fuels. The real price of coal is rising while 
the real price of natural gas is declining. 
Labor cost in petroleum and natural gas 
industries, taken together, is down to less 
than one-fifth of the total value of the 
products, while for over fifty years labor 
cost in coal mining has remained at about 
three-fifths of the realized mine price. 
Comparable increases in wages necessi- 
tate, at most, smaller increases in the 
prices of fuel oil and natural gas than in 
the price of coal. Their expanding output, 
gained partly as a result of coal losing 
its price advantage, reduces their com- 
bined labor and overhead costs per unit 
of production, thus in the long run mak- 
ing relatively lower prices of these fuels 
possible. 

(4) Increases in real wages that are 
not attended by increases in output per 
man hour cause higher prices and place 
industry at a disadvantage for the time 
being at least in selling its products in 
foreign markets. In trying to use the loan 
advanced to them by the American Gov- 
ernment, the British have found it diffi- 
cult to buy goods in this country at prices 
comparably to those of foreign markets. 


Guaranteed Wages 


Already it is apparent that union suc- 
cess in bargaining for higher wages with- 
out guaranteeing to deliver a correspond- 
ing increase in productivity is fraught 
with serious consequences to business. Be- 
lated advice to increase productivity is 


beginning to come from union leaders, 
because otherwise further wage increases 
will result in unwanted widespread in- 
creases in prices. Since union leaders must 
show results in order to continue in office, 
what could appeal to union members 
more than to obtain guarantees for the 
present high wage levels. Already it is 
difficult for management to dismiss in- 
dividual workers without union inter- 
ference. To get management to guarantee 
employment and high income to union 
members for a year at a time would in- 
deed be triumph enough to ensure tenure 
of office and, incidentally, stabilized re- 
ceipts from union dues. Potentially, at 
least, the whole field of industry is wide 
open for promoting and bargaining. for 
guaranteed wages because in the past the 
plan in some form has been tried in only 
a small number of firms and has proven 
successful in less than half of them. 
Union research men are studying how to 
adapt them successfully to different indus- 
tries and also how to adapt the industries 
to the plans. 

On the side of management, excellent 
surveys of guaranteed wage plans? have 
been made by the American Management 
Association, the National Industrial Con- 
ference Board, and the Chamber of Com- 
merce of the United States. Since steel 
workers, packing house unions, electrical 
workers and others have made their de- 
mands or plan to make them in the near 
future from particular industries and lead- 
ing firms, it is most important that man- 
agements be diligently exploring the prac- 
ticalities, benefits, costs and limitations of 
different plans within their own com- 
panies. 


EXAMPLES OF PLANS 


What is a guaranteed wage plan? One 
of the best surveys of various plans was 
made by the American Management As- 
sociation. It divides them into two cate- 
gories according to whether the guaran- 
tee of wages and employment is uncondi- 
tional or conditional. The plans with un- 
conditional guarantees are those now be- 
ing proposed by unions. For example, the 
C.I.O. United Packing House Workers 
demand from four large packing com- 
panies a guarantee to each employee of 
fifty-two weeks of forty hours of em- 
ployment within a department and no 
employee may be laid off without fifty- 
two weeks’ notice. In 1944, the United 
Steel Workers demanded from the steel 
companies during the life of the new 
wage contract a minimum weekly wage 
for each week based on the straight time 
average hourly earnings of the employee 
in the previous year multiplied by forty 
hours. This minimum weekly wage was 
to be paid even if less than forty hours 


(2) See article by Dr. Emerson P. Schmidt 
in “The Controller’ for January, 1946: “Guar- 
anteed Wages: An Economic Analysis.’’—The 
Editors. 
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were worked, without provision for make. 
up of time in subsequent weeks and with 
overtime paid for at one and a half times 
the base rate. 

Up to the present, no company map. 
agement has felt its business operations 
and income so uniform and secure that 
it could offer unconditional wage guaran. 
tees to its employees. The nearest ap- 
proach to it has been that of George A. 
Hormel and Company, meat packers, 
Only the government might give a com. 
pletely unconditional guarantee. 

Conditional plans may (1) guarantee 
employment for so many hours per week, 
so many days per month, or a certain 
number of days or weeks a year; (2) 
guarantee income for a stated period va- 
tying from two weeks to twelve months: 
(3) guarantee advances of so much per 
forty-hour week, the over payments in 
weeks of less than forty hours to be 
made up by subsequent overtime; (4) 
guarantee payroll equal to a certain per- 
centage of the company’s sales; or (5) 
apply the guarantee to only a limited 
number of the employees depending upon 
their years of service. Each of these varia- 
tions has advantages and disadvantages 
for employees and companies according 
to the nature of their business. 

Plans which guarantee a certain amount 
of work are better adapted to industries 
such as food, which have comparatively 
uniform physical volume of output, not- 
withstanding the fact that their prices and 
sales volume in dollars may vary con- 
siderably. Wage rates in these industries, 
however, may tend to be somewhat lower 
than average because of the regularity of 
work. In plans which guarantee income to 
the workers, either the period of the guar- 
antee tends to be short. or the guarantee is 
restricted to a comparatively small num- 
ber of employees, or it is developed with 
drawing-account provisions and becomes 
practically the third type of conditional 
plan. 

Advances to some or all workers in pe- 
riods when work is below a minimum re- 
quirement of time per week may involve 
a serious financial strain on the company 
in a protracted period of low operation, 
while, on the other hand, subsequent 
overtime for repayment of the debt is 
never pleasant for workers. The Hormel 
plan which provides for advances also al- 
lows the company to shift employees 
from one department to another, contraty 
to the C.I.O. current demand upon the 
large packing firms. 

Guarantee of part or all of the payroll 
equal to a certain percentage of the com- 
pany’s sales, illustrated by the Nunn-Bush 
plan, has the effect of putting some or all 
of the employees in partnership with the 
company investors, and while it provides 
a vety large degree of flexibility to meet 
variations in activity it may impose severe 
hardships on unskilled workers whose 
share of the payroll might be small and 
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their payments extrernely low in time of 
depression. For this reason, it may be ‘ac- 
ceptable only to certain: classes of work- 
ers who would like to share in the com- 
pany’s prosperity and whose income even 
under bad business conditions would not 
be below subsistence. 

Finally, many plans which restrict the 
guarantee to employees with a stated 
number of years of service reduce the 
burden of obligation falling upon the 
company in bad times because in steel and 
other industries subject to wide fluctua- 
tions in operating rates skeleton crews of 
senior workmen are maintained in any 
case. On the other hand, application of a 
wage guarantee to senior workmen may 
be subject to subsequent attack by the 
union because the pressure for extension 
to union members not at first included in 
the guarantee will be great, and also be- 
causg in times of depression it may be 
desirable to spread the work over all 
classes of workmen. 

Even more important than the provi- 
sions of the plans are the economic and 
business conditions that make guaranteed 
wages possible and desirable. : 

(1) There are those industries in 
which payroll is but a small part of total 
expense. Pipe lines and certain public 
utilities are examples. In these cases, there 
could be a wide fluctuation in business 
activity with little or no change in the 
number of hours of work. Also, the guar- 
antee would constitute a small part of 
the total -financial obligations of these 
companies. 

(2)There are also those companies 
whose markets are characterized by a 
steady physical demand. Three times every 
day there are 139 million stomachs to fill 
and this means steady physical work in 
the food plants even though the kind and 
value of the products in the food baskets 
may vary from season to season and year 
to year. The fact that variations in the out- 
put of different agricultural products tend 
to counterbalance each other makes it pos- 
sible for large food concerns to stabilize 
their physical activities and their employ- 
ment, provided interchange of employees 
between departments is permitted. 

(3) Companies having a high seasonal 

demand may be able to give an annual 
guarantee of wages and vary their dis- 
counts in order to promote sales in the off 
seasons. This ossibility is worthy of con- 
sideration in the clothing, building, and 
other seasonal industries. 
_ (4) Companies whose physical output 
is subject to very wide variations of sev- 
eral years’ duration, whose sales cannot be 
stimulated much by price reductions, and 
whose products customers may postpone 
buying indefinitely, offer the greatest ob- 
stacles to guaranteed wages. Heavy indus- 
ily especially steel, are the best exam- 
ples. 

The following benefits are claimed 
from stabilized employment and income: 
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1. Elimination of fear of unemployment 
tends to increase output. 

. Personnel turnover is likely to be reduced. 

3. Overhead costs per unit of output may 
be reduced. 

4. Once the plan is in effect, additional 
ways to stabilize employment may be 
found. 

5. Increased consumer goodwill and benefits 
in the merit rating under unemployment 
compensation laws may result. 


N 


While all of these points are debatable 
in particular cases, steel men may regard 
these advantages as far outweighed by the 
tremendous difficulties of applying a guar- 
anteed wage plan in the steel industry. 
The fluctuating, unpredictable, and di- 
verse demand for steel creates very serious 
operating, inventory, and financial com- 
plications in applying a stable wage pro- 
gram. The demand for steel is derived 
from the demand for the products of its 
customers and most of it is produced on 
order to meet an infinite variety of cus- 
tomer specifications. In peace time about 
10 per cent. of the output is used in 
products such as tin plate which are asso- 
ciated with stable consumer demand, prin- 
cipally for food. The other 90 per cent. 
goes into the making of many kinds of 
steel products of a durable nature, the 
satisfying of the demand for which may 
be postponed for periods ranging to a 
quarter of a century or more. 

It is very difficult to produce in antici- 
pation of demand without incurring seri- 


‘ous risk. This is because of the wide fluc- 


tuations in buying steel, the great variety 
of compositions, widths, thicknesses and 
finishes required for many purposes, and 
the widely scattered locations of numer- 
ous buyers. Although the demand for in- 
dividual products fluctuates much more 
than the general operating rate, the latter 
has varied from a low of 20 per cent. in 
1932 to 98 per cent. in the war year 
1943. This gives rise to a corresponding 
wide variation in the physical need for la- 
bor as compared with the comparatively 
stable physical need for labor in the per- 
ishable consumer goods industries, espe- 
cially food, shoes, and clothing where 
guaranteed wage plans have been tried. 


SPECIFIC PROBLEMS 


In the steel industry it is much more 
difficult to accomplish what packers and 
others have done in shifting workers from 
one production department to another as 
a method of increasing continuity of 
work. Within the industry and the larger 
companies, separate plants, often at dif- 
ferent locations, have been established for 
producing bars, sheets, pipe, wire, stain- 
less and other steel products, each often 
integrated with its own blast furnace and 
open hearth facilities, and employing men 
with highly specialized skills. Some effort 
might be made to shift men from plant 
to plant in large steel centers where in- 
stallations are varied. The opportunities 
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for accomplishments in this direction do 
not appear to be large because there is 
considerable similarity in the fluctuations 
of demand for different kinds of steel 
and the rates of activity in all the mills 
are often high or low at the same time. 
Diversification of products offers some 
possibility of more even flow of output 
from a plant or company, but the result- 
ing stability may be at competitors’ ex- 
pense and may create selling problems of 


‘a serious nature. Before undertaking a 


program of diversification, careful market- 
ing studies should be made. In fact, if 
successful application of the annual wage 
in the steel industry can ever be accom- 
plished, it will require solution of the 
marketing problems which it encounters 
and creates. i 

The second difficulty, the size of the 
annual payroll, is very serious. For ex- 
ample, a guarantee of total man hours 
worked in the year 1932 at the average 
rate of hourly pay for that year would 
cause the costs of thirty-one steel com- 
panies to exceed total sales by approxi- 
mately 50 per cent. in future peace time 
years having a level of operations approx- 
imating the average of the years 1936 to 
1939. To meet sucha payroll it would be 
impractical to increase steel prices because 
customers would refuse to buy. The only 
alternative to bankruptcy of the industry 
would be a much lower rate of hourly pay 
for workers, the reduction representing 
the insurance premium for security of in- 
come. Similarly, the accumulation of re- 
serves in good times to pay the guaran- 
teed wages in periods of low steel de- 
mand must come from lower wage rates 
and payrolls in the good years, because 
the alternative of 50 per cent. increase in 
prices would greatly reduce the amount 
of steel bought. 

But, suppose that, as sometimes sug- 
gested, the steel industry abandons its 
time-tested practice of producing to meet 
firm orders and, in order to provide full 
employment at guaranteed wages, accumu- 
lates an inventory in excess of sales in 
future years comparable to the peace time 
period, 1936-39. The excess inventory at 
the close of the four years would amount 
to approximately $10 billion, as com- 
pared with actual sales of $8.7 billion in 
that four-year period. Since it takes a 
very large,decrease in steel prices to bring 
about a small increase in steel consump- 
tion, the threat of such accumulations of 
inventory would bring about precipitous 
declines in steel prices. The financial bur- 
den of the inventory, the added aoe 
of one billion dollars for warehouse facili- 
ties, the deterioration in the steel itself, 
and the price declines would bankrupt the 
industry. 

Steel demand and output in the com- 
paratively normal peace time years, 1936- 
39, have been used for these estimates. 
The payroll and inventory resulting from 

(Please turn to page 622) 
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Atomic Energy 


In considering the problems presented 
to us by the atomic bomb, it is important 
neither to underestimate its power for 
widespread destruction as an instrument 
of werfare nor, on the other hand, to 
overestimate it. There are those, perhaps 
the victims of wishful thinking, who are 
anxious to dismiss the horrible thing be- 
cause they do not know what to do about 
it. They like to claim that people like my- 
self are merely writing scareheads about 
something which after all is merely a 
bigger and better bomb. Such people are 
disposed to think that we are either stupid 
or sentimental or that we are trying to 
use the bomb as a lever to promote crea- 
tion of a world government. On the other 
hand, the mere fact that so much of the 
discussion of the international armament 
race focuses on the atomic bomb leads 
many to forget that there are available 
other means of mass destruction perhaps 
even more terrible than the atomic bomb. 
Neither the international control of the 
means of making atomic bombs nor any 
work-ble agreement outlawing its use in 
warfare will dispose of the possibilities of 
mass destruction in war. I wish, there- 
fore, first to put the atomic bomb in 
proper perspective and to show the rela- 
tion of plans to control it to the outlaw- 
ing of all means of mass destruction or 
better still to the elimination of interna- 
tional warfare. 

So much has been published about the 
destructiveness of a single atomic bomb 
that it should be unnecessary to say much 
more about it. To those who like to dis- 
count the warnings which the scienfists 
have so uniformly given us, I wish to say 
that, having had full opportunity to know 
how it is made and its characteristics, I 
am sure that none of these warnings are 
exaggerated. The bomb’s blasting power 
is enormous,—many times that of the 
largest bombs heretofore made. Terrible 
as this is, its auxiliary effect im burning 
people and materials that are inflammable 
and its radiation effects seem to me to be 
even more terrible. It is these which most 
clearly distinguish the atomic bomb from 
other explosive agents. This is enough to 
justify the fears of its use in warfare; 
but it is not the whole story. The atomic 
bomb is a new thing and it would be very 
strange indeed if, unlike most other new 
things, it were not susceptible of great 
improvement and development. We ought 
to have constantly in mind that powerful 
as it is today, either we or someone else 
may find a means of developing a bomb 
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far more devastating than our imagina- 
tions can envisage. Indeed, some scientists 
believe it possible to make a bomb equiv- 
alent to 2,000,000 tons of TNT. 

The atomic bomb is not a weapon of 
defense but of offense. It lends itself es- 
pecially to the blitzkrieg sudden attack 
such as the Japanese used at Pearl Har- 
bor. This is the more terrible because 
even if there were substantial means of 
defense against such bombs, the organi- 
zation of defense against their surprise 
use would be extraordinarily difficult. Al- 
though it is quite true that a large scale 
surprise attack might not be sufficient to 
conquer a country, the possibilities of 
destroying the centers of population and 
of production and of complete disruption 
of communications are such that a mass 
surprise attack with atomic bombs would 
constitute at best a catastrophe to any 
country subjected to it. When I contem- 
plate these possibilities and the almost 
absolute certainty that atomic bombs will 
be used in the next war, and the high pos- 
sibility that other nations will have the 
bomb, at least after not many years, it 
seems to me that everything that we do 
for the future, for our children and their 
children, is almost pointless in the face 
of the calamity so close to us. Because 
there is so little that you and I personally 
can do about it, we almost inevitably put 
this great danger aside or minimize it as 
much as we can. 

But the atomic bomb is not the only 
means of mass destruction in war. There 
were about 185,000 casualties of the first 
American bomber attack on Tokyo, chiefly 
from incendiary bombs. It probably makes 
little difference to the individual whether 
he dies from burns from a petroleum 
bomb or from fires set with it or from 
burns or radiation from an atomic bomb. 
Without any new inventions whatever, 
most of the horrors of atomic bombs can 
in practical effect be accomplished by the 
other means such as rocket bombs, which 


were already in use before Hiroshima, 
All these other means are themselves sus- 
ceptible of further development, as you 
well know; but in addition to these there 
are the possibilities of chemical and bio- 
logical warfare which may be more ter- 
rible and devastating than all the atomic 
bombs that could be effectively used. Thus 
in practical effect international control of 
the atomic bomb is not sufficient to vouch- 
safe the preservation of the kind of civili- 
zation we are accustomed to or the better 
civilization we hope to achieve. 

I am not a defeatist; but from the day 
of the news of the bombing of Hiroshima 
I have been thoroughly pessimistic of the 
possibilities of getting under control not 
only the atomic bomb but the other means 
of mass destruction. I do not apologize 
for this pessimism for unless we all recog- 
nize that calamity impends and that the 
difficulties of fending against it are almost 
insuperable, we shall be unwilling to take 
the risks and to make the sacrifices neces- 
sary to achieve it. 


CONTROL POSSIBILITY 


The .significance of the efforts to find 
a workable plan for the international con- 
trol of the materials of atomic energy and 
of outlawing atomic bombs lies not in the 
fact that it is the worst or the only means 
of mass destruction but in the fact that 
of all those means, it is probably the 
easiest to subject to international control. 
If such control could be achieved with te- 
spect to atomic bombs, there is some pros- 
pect that the means of doing so could be 
expanded or adapted to the control of 
other means of mass destruction. Though 
this was no part of the task assigned to 
the State Department Board of Consult- 
ants, it was always in the minds of the 
members of that Board and I think it is 
important to understand that the control 
of bombs is not the end but only the be- 
ginning. One must remember that con- 








PONDER THE ATOM! 


The recent Baruch-Wallace disagreement in public, regarding atomic energy 
control proposals, spotlights the valuable contribution toward clear thinking 
made by Mr. Barnard in this paper. His is a well-reasoned argument, presented 
in a calm voice, but one that is nevertheless supercharged with the quiet but 
terrifying implications of atomic energy’s potential misuses and abuses. 
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trol of chemical or biological means of 
warfare would be far more difficult and 
that if control of the bomb is not feasible, 
there is little hope of any control being 
established. 

The reason for this is that to make 
atomic bombs requires the use of im- 
mense amounts of material before the 
minute quantities of the explosive iso- 
topes of uranium can be extracted. To ac- 
complish this extraction or to manufac- 
ture plutonium in substantial quantities 
requires immense plants. Even though 
with further engineering their size could 
conceivably be much reduced below those 
which were first constructed at Oak Ridge 
and Hanford, it seems probable that large 
scale plants would always be needed. 
Moreover, enormous amounts of power 
are required to operate such plants. Fi- 
nally, the intense radiations of. alpha, beta 
and gamma rays and neutrons are not 
only readily detectable by appropriate in- 
struments under many conditions but re- 
quire the most elaborate protective con- 
struction and precautions. Compared with 
the manufacture of most items of arma- 
ment or of chemicals or biological means 
of warfare, these characteristics of the 
ptoduction of chain reacting isotopes and 
plutonium are relatively easy to detect by 
inspection and by associated accounting 
for the use of certain materials and of 

wer. 

The elements of the plan for the in- 
ternational control of the production of 
atomic energy prepared by the State De- 
partment’s Board of Consultants and 
adopted by the Administration and Mr. 
Baruch as a basis for the negotiations in 
the Atomic Energy Commission of the 
United Nations contains the following 
elements: first, it provides that an inter- 
national authority must have the right to 
control the raw materials uranium and 
thorium,—the only ones as yet useable in 
ptoducing chain reacting atomic isotopes. 
Second, it provides for the United Na- 
tions ownership and operation of all 
plants producing explosive materials or 
materials susceptible of being used to pro- 
duce atomic explosives. It provides in 
ptinciple for the location of such plants 
in such a way that no nation electing to 
seize one of them would thereby acquire 
an advantage over other nations. The plan 
also provides for control by license and 
by other means of the national and pri- 
vate use of non-dangerous fissionable ma- 
terials and of small production facilities 
not large enough to permit the accumula- 
tion of dangerous quantities of materials. 
It provides that the organization having 
control shall continue research in the de- 
Velopment and use of atomic energy ma- 
terials not only for the purpose of en- 
hancing their usefulness for peaceful pur- 
poses but also so that the international 
organization can always be in a position 
of superior knowledge in this field, facili- 
lating its work of effective inspection and 


control. Finally, I need mention only 
that the plan depends upon both the right 
and the organizational capacity of the in- 
ternational authority to inspect in any 
country in the world mining and indus- 
trial operations in order to detect illicit 
Operations with atomic energy materials. 

There are those who seem to believe 
that we should be able to attain the in- 
ternational control of atomic energy with- 
out paying for it and who think that par- 
ticularly the United States and perhaps 
Great Britain and Canada, who were our 
partners in the development of the atomic 
bomb, should be able to do so without 
giving up anything except the right to use 
the atomic bomb. There are others who 
think we should relinquish nothing of 
the preferred position we have in the im- 
mediate present except under conditions 
that would absolutely guarantee that no 
other nation should be able to develop 
atomic bombs in sufficient numbers to be 
dangerous. These attitudes seem to me 
to be quite unrealistic and dangerous. | 
see no possibility of establishing any 
means that would give such absolute 
guarantees, nor do I see the possibility of 
achieving any plan which does not re- 
quire us to give up something more than 
the bomb itself. We dare not relinquish 
our present position except under condi- 
tions which insure the possibility of ade- 
quate inspection and control and we can- 
not ask that of other nations without our- 
selves also submitting to the same condi- 
tions. This means that we and all other 
nations would have to part with a small 
part of that thing called national sover- 
eignty to the extent necessary to control 
the bomb in the interests of all. Those 
who object to doing this seem to me to 
make as their objective that we shall win 
the wars in which we may become en- 
gaged and nothing more. Let us assume 
that we shall always win our wars. It will 
still remain, I think, that the winner in 
modern war will also lose. The destruc- 
tion which the wars of the future will 
impose on winner and loser alike is likely 
to make the question of who wins of little 
consequence. More than all, I think those 
who take this independent and isolationist 
position do not sufficiently envisage the 
peacetime consequences of failure to es- 
tablish international control of atomic 
energy. 


PATTERN OF FEAR 


Let me close, then, with a broad pic- 
ture of what I think those consequences 
are. If, unhappily, we should definitely 
discover that it is impossible to secure a 
workable international agreement for the 
control of atomic energy, we shall begin 
with increasing energy to speculate on 
whether or how soon other nations will 
have the secret and will be engaged in the 
production of atomic explosives. It will 
not be long before we shall first fear and 
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then be certain that other nations have 
this means of destruction. By that time 
we shall be certain that though there is 
no defense against the atomic bomb, it is 
at least possible for us to reduce our vul- 
nerability. The concentration of our popu- 
lation and our industries in large cities 
and in vast manufacturing plants is the 
condition of maximum vulnerability not 
only to atomic bombs but to other types 
of bombs as well. The reduction of that 
dangerous condition calls for the disper- 
sion of both our industrial plants and our 
population. If that were to be done 
quickly—say in 10 or 20 years—the cost 
would be so great as to reduce our stand- 
ard of living to an extremely low level 
and even the beginning of an attempt to 
do so would so affect the structure of 
urban real estate values as well as those 
of industrial plants as to shatter the en- 
tire economy of the country. The drastic 
destruction of the values of both resi- 
dential and other properties and the ex- 
treme opposition to the forced dispersion 
of populations all seem to me impos- 
sible of accomplishment except under a 
scheme of regimentation that would be 
nothing less than totalitarian government. 
Before such a redistribution of our indus- 
trial resources could be accomplished and 
even after that, we should be subjected to 
a life of perennial fear; and the burdens 
of constant preparations for defense on 
a scale of which we have no experience 
in this country in peace times would be 
our perpetual lot. 

The perennial fear of impending de- 
struction to which I have referred is prob- 
ably more deadly to our civilization than 
even the immense burden of taxation 
which constant preparation for defense 
against atomic warfare would impose. The 
British having a more concentrated urban 
civilization than we, and having already 
experienced the immense damage of aerial 
bombing, are more realistic about this 
aspect of atomic armament than we are 
likely to be. Lest you think I am scare- 
mongering merely to vent my personal 
opinions, I should like to quote from a 
recent report on “The Era of Atomic 
Power” by a Commission appointed by 
the British Council of Churches, as fol- 
lows: 

“It is not easy to contemplate the na- 
ture of our lives if the political attempts 
to find methods of international control 
prove fruitless, and thus a state of ten- 
sion were to arise comparable to that 
which existed in the years before the war 
which has just ended. But we can turn 
our minds back to the years between 1935 
and 1939 and consider what they would 
have been like if the atomic bomb had 
already been invented. Even then, with a 
far less probable prospect of less com- 
plete destruction and disorganisation, it 
was clear that European civilisation could 
not long endure the uncertainty created 
by the constant danger of war. The mere 
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discovery of the atomic bomb itself, even 
if it is never used, might well create such 
Strains in our society as to destroy it. If 
human experience counts for anything we 
can only conclude that in such a state of 
insecurity most men and women would 
be forced back into a life that accepted 
impermanence as something inevitable, 
and would live only for the present. No 
more powerful solvent of any society can 
be imagined than the general acceptance 
of this view. It would be blindness to 
ignore the presence already in the minds 


Current 


Any discussion of this subject must of 
necessity largely concern itself with com- 
ments on the government fiscal policy and 
debt. Since the turn of the year the gov- 
ernment bond market, as measured by 
the long term marketable bonds, has 
shown a substantial decline. For example, 
the bank eligible Treasury 214s/1972- 
1967 sold at a high of 109-18 on April 
6, while recent prices (September, 1946) 
have been around 104-22, a decline of 
virtually five points in about six months’ 
time. Because of the relationship of the 
government market to other markets and 
to business, any change of such proportions 
raises the question of whether or not this 
is the beginning of a long term change in 
interest rates. Obviously, the question is 
important, not only to bankers and the 
United States Government, but also to 
those of you who may be contemplating 
bank or general market financing. 

You are undoubtedly familiar with the 
general line of arguments which have 
been raised and which conclude that a rise 
in interest rates is inevitable because 
of changing demand-supply relationships. 
Before coming to any answer based upon 
such a simplified analysis, it would seem 
worth while to go behind some of the 
figures which face Treasury and Federal 
Reserve officials. If this helps to clarify 
the government’s side of the interest rate 
problem it will be of value in attempting 
to judge some of the probabilities. It 
must always be remembered the public 
interest is involved and these officials are 
charged with doing what they believe to 
be best for the country. 

According to the Treasury’s financial 
statistics as of June 30, 1946, there were 
approximately $193 billion of marketable 
debt, and $71 billion of non-marketable 
debt, of which in the latter category $49 
billion were Savings Bonds, and $22 bil- 
lion special issues. Inasmuch as the aver- 
age interest rate on the Savings Bonds is 
2.777 per cent., and on the special issues 
2.4448 per cent., it hardly seems neces- 
sary to consider these issues in a discus- 


of many young men and women of a feel- 
ing in some ways akin to such despair, a 
belief that for them political action is 
futile, for they are helpless in the grip of 
forces quite beyond their control.” 
When I first heard the news of the 
bombing of Hiroshima I said: ‘There 
goes the freedom of the American peo- 
ple.” I have since been more optimistic, 
having seen the possibility of a realistic 
plan of the international control of this 
means of destruction. Whether that plan 
can be realized depends not only upon 
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ourselves but upon the peoples or the 
governments of other nations. If they wil] 
not accept such a plan, we are helpless; 
but if they will, it still remains for us 
also to accept the plan and to pay our part 
of the price that all must pay to make it 
work. Though there are dangers that no 
plan would work indefinitely, it seems to 
me certain that the consequences of fail. 
ure to secure the adoption of such a plan 
are the destruction of the ways and means 
of American democratic life. 


Financial Conditions 


By Sigurd R. Wendin 


sion involving interest rates. Unless sub- 
stantial rate changes were to occur these 
non-marketable issues would have little 
effect on the money market in contrast to 
marketable issues which in turn effect 
corporate and municipal issues, as well as 
the stock market. By changing the matu- 
rity a year or two in either direction the 
interest rate on the special issues can be 
kept fairly close to present levels without 
too much difficulty. To those of you who 
might question the relationship of the 
bond market to the stock market, let me 
remind you that many investors seriously 
consider the stock yield and bond yield 
relationship. In fact, prior to the days of 
a managed economy there was an old 
adage which said “When stock yields are 
less than bond yields, sell stocks and buy 
bonds—and, when the reverse is true, 
take the opposite action.” 

Of the marketable Treasury issues there 
wete approximately $119 billion Treasury 
bonds with an average yield of 2.307 per 
cent.; $18 billion of Treasury notes with 
an average yield of 1.289 per cent.; $34 
billion certificates with an average yield 
of .875 per cent., and $17 billion Treas- 
ury bills with a yield of 3.81 per cent. It 
is important that these figures be kept in 
mind. Now,—supposing the Treasury 
were to follow the advice, if you will, of 
a great many people who say that inter- 
est rates should be increased because it 
would be better for everybody and reflect 
a true condition of the money market, 
what would happen to government in- 
terest costs? I have worked out figures 





on the marketable issues which to me ap- 
pear to be rather illuminating, especially 
if we are trying to understand the view. 
point of the Treasury and the Federal Re- 
serve. If the average interest rate of bonds 
were raised to 2.5 per cent.; notes to 1.50 
per cent.; certificates to 1.25 per cent,, 
and bills to 1 per cent., which is not ab- 
normally high, the increased interest cost 
would be $457,880,000 annually. Whether 
or not this would be the net figure could 
be argued indefinitely. For example, in- 
creased interest rates on securities held 
by taxpayers presumably would result in 
higher income taxes. On the other hand, 
higher interest rates prevailing in the gen- 
eral market would cause taxpayers to pay 
more in interest charges which are deduct- 
ible. Would our general economy and 
income before taxes improve if interest 
rates were to go higher with a subsequent 
increase in income taxes which would 
more than offset the increased interest 
cost ? 

In analyzing the holdings of govern- 
ment marketable debt between different 
classes of investors, banks held approxi- 
mately one-half of the certificates; two- 
thirds of the notes, and two-fifths of the 
bonds. Incidentally, the Federal Reserve 
owns most of the bills. Assuming that 
these proportions would apply to the in- 
pact interest costs of $457,800,000 
previously mentioned, the banks’ share 
would be $169,155,800, and if we as 
sume other classes of holders such a 
stock savings banks, fire, casualty, marine 
companies, and other investors such as 





tation. 





WILL INTEREST RATES RISE? 


In Mr. Wendin’s opinion, it “seems reasonable to conclude that our govern- 
ment’s fiscal policy will make every attempt to hold back the effect of those 
forces working for higher interest rates.” The author, who presented this paper 
at the September meeting of the Detroit Control, documents his views with an 
analysis that is based on facts, not hopes. It is a challenging and concise presen- 
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corporations, in their proper proportions, 
the figure chargeable to these tax-paying 

ups of increased interest costs would 
be $225,155,800. Assuming a continuing 
38 per cent. corporate tax rate, one would 
have a tax income to the government, 
because of increased interest paid on gov- 
ernment debt, of $85,259,000, which if 
deducted from the gross figure, would 
bring the annual net increase down to 
$372,620,000. I believe that these are the 
figures which Treasury officials consider 
when talking with those who urge relaxa- 
tion of government control over the 
money market, and that government 
bonds should be allowed to seek their 
own levels, and that the short term rate 
should be increased up to around 144 per 
cent. 

The latest figures indicate a total 
budget of around $42 billion for the 
current fiscal year. The net increase in 
interest costs of $372,620,000 would be 
equal to 74 of 1 per cent. of that budget, 
and 7.4 per cent. of the estimated $5 bil- 
lion provided for debt service. In rela- 
tion to the $193 billion of marketable 
debt it would seem to be relatively only a 
small amount, namely 0.193 per cent., 
less than 2/10ths of 1 per cent. But, let 
us refer to income tax collections for the 
fiscal year ending June 30, 1946. With- 
holding taxes were over $9 billion, and 
income taxes of all types were over $21 
billion, with the total just under $31 
billion. The above estimated net increased 
cost is 1.2 per cent. of Federal income 
taxes. Of income taxes other than with- 
holding, it is 1.73 per cent., if one wishes 
to assume that most of the changes from 
a tax point of view would be with the 
corporations rather than the individual, 
because of withholding taxes. Without 
offsetting compensations, who’ wishes to 
pay more taxes to have a higher interest 
rate? 

The preceding figures and assumptions 
can at best serve to illustrate the tremen- 
dous complexity of the problem and its 
telation to taxes, government policy, cor- 
porate policy, and the public, but using 
teasoning of this type it becomes more 
apparent and more easily understandable 
why the Treasury and Federal Reserve ap- 
patently oppose a change in the pattern 
of interest rates. It seems reasonable to 
conclude that the authorities’ will make 
every effort to keep the present pattern 
of interest rates as long as possible, and 
will fight against any major change, using 
all the control devices within their power. 

We shall now turn to what some have 
called the fundamental factors, and it 
Seems apparent that the relation between 
the demand for credit and the supply of 
credit is changing in the direction in 
which the demand is becoming the larger. 
Historically, every period after a major 
war has resulted in an inflation of prices 
and ultimately a stiffening of interest 
fates. What are the estimates of demand? 


On the 27th of September the first annual 
board meetings of the International 
Monetary Fund and the International 
Bank will take place. It is estimated that 
within the next twelve to eighteen months 
these institutions will enter the capital 
market for approximately $7 billion. Ac- 
cording to various estimates of overall 
business needs in the next twelve months 
such demand might range between $12 
billion to $18 billion. These were de- 
veloped on the assumption that to return 
to 1939 unit business levels, more dollars 
are needed. 

The estimates are detailed as follows: 
at the beginning of 1946 the S.E.C. esti- 
mated that non-financial corporations held 
about $26 billion of cash and $21 billion 
of government securities. Other estimates 
indicate that to build inventories back to 
the 1939 relationship $5 billion to $7 
billion would be necessary; $3 billion to 
$5 billion in receivables and $4 billion to 
$6 billion for plant increase because a 
large amount would come from deprecia- 
tion. The estimates assume that fands will 
be realized from sale of $4 billion to $7 
billion of government securities; net earn- 
ings $5 billion to $6 billion; the capital 
securities market $1 billion; lenders, other 
than commercial banks $1 to $2 billion, 
and $1 billion to $2 billion to be raised 
from commercial banks. 


SOME “IF’’ FACTORS 


Whether or not the amounts will prove 
to be within reasonable limits for the 
next twelve to eighteen months is depend- 
ent on the long range planning of busi- 
ness, but the point to remember is that 
corporations will be sellers of govern- 
ments; they will depend upon capital 
markets and upon financial lending agen- 
cies such as credit companies and also the 
commercial banks. If the current debt re- 
duction program which largely involves 
lowering of the Treasury’s excess cash 
position comes at an end this year and 
deficit financing recurs next Spring, then 
the Federal government will fie compet- 
ing in the open market at the same time 
when corporations and financial institu- 
tions are sellers of government bonds, 
and substantial pressure will be placed 
upon the market. 

On the supply side the credit base is 
ample to care for all legitimate needs. 
Theoretically at least, our ultimate credit 
base is the stock of monetary gold which 
has declined on June 30 fiscal year end, 
from an all time high of about $22,736,- 
000,000 in 1942 to about $20,269,000,- 
000 in 1946. 

If incomes, and in turn taxes, remain 
at high levels and there is a budget sur- 
plus as is hoped in 1947, then reduction 
in government debt can in part, at least, 
absorb the sales of government securities 
previously mentioned. The inter-relation- 
ship between bank deposit levels, govern- 
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ment debt retirement and increases in 
commercial loans will be worthy of close 
watching. For example, if government 
debt were reduced too fast, severe deposit 
contraction would result and again pres- 
sure On interest rates would follow. For 
those who would like to ponder the seri- 
ousness of the problem let them consider 
how far and how quickly debt might be 
reduced before creating severe financial 
strain. Insurance companies and banks 
would at once begin to suffer a loss of 
earning assets. A surplus budget and slow 
debt reduction over a period of years 
would appear to be the best assurance of 
relative interest stability. Business ordi- 
narily can be satisfactorily conducted if 
conditions change only fast enough to 
permit business men to adjust to the 
trend. While this is an ideal objective, it 
is not impossible in the field of govern- 
ment and corporate finance. 

National income is at the current rate 
of around $161 billion which is about 
twice that of 1929, and more than twice 
in 1937. This is approximately four times 
the anticipated budget of around $42 bil- 
lion and obviously, if this budget is not 
to prove extremely burdensome, every ef- 
fort should be made to increase the na- 
tional income. This has been said so many 
times that it sounds like an old story, but 
its importance cannot be over-emphasized. 
If national income declines substantially 
below present levels we will have difh- 
culty in maintaining a sound fiscal setup. 
The only politically feasible way at this 
time is to create conditions which tend to 
maintain high prices and incomes. This, 
of course, has inflationary implications. It 
is my well considered opinion that we 
will not adopt a policy of deflation. With 
the exception of Belgium all of the coun- 
tries (including our own) are experi- 
encing a reduction in the value of the cur- 
rency unit. Yet our dollar is one of the 
most highly regarded units of currency in 
the world. However,- because of strong 
government controls, many countries’ in- 
terest rates have not risen substantially as 
probably would have been the case if ex- 
pectations were to be based on historical 
precedent. 

It would, therefore, seem reasonable to 
conclude that our government's fiscal pol- 
icy will make every attempt to hold back 
the effect of those forces working for 
higher interest rates. It does not seem 
likely that interest rates are apt to con- 
tinue the downward trend of the last 
thirteen years, but rather, they have sta- 
bilized and are now exposed to forces 
which conceivably could eventually make 
them rise. For your ownselves in the con- 
duct of your own businesses it would 
therefore appear appropriate that if any 
financing is to be contemplated, especially 
in the bond market, or with commercial 
banking institutions, or financial lenders 
and other types, the quicker such action is 
taken the better off your company will be. 








Administrative and Operational 
Trends in Pension Trusts 


In dealing with the subject, ‘Trends 
in Pension Trusts,” I would call your at- 
tention to the general treatment which the 
subject requires. In this discussion, I shall 
attempt to evaluate the trends from two 
different points of view: First, the admin- 
istrative trends as reflected by Treasury 
Department Regulations, P.S.s, I.T.s, 
mimeographs, court decisions and other 
pronouncements, and second, the opera- 
tional trends as revealed by the type of 
plans which employers are currently 
adopting as well as by the manner in 
which existing plans are being amended. 

-In addition, I shall venture an opinion 
regarding the probable impact of prospec- 
tive social legislation upon existing Em- 
ployee Plans as well as the effect such 
legislation may be expected to have upon 
plans contemplated but not yet adopted. 


ADMINISTRATIVE TRENDS 


On October 21, 1942 an entirely new 
set of rules relating to Employee Plans 
became law. For the first time the statutes 
prescribed the areas in which Employee 
Plans could properly function and set 
forth in broad outline certain sign posts 
to guide employers in formulating such 
Plans. 

Treasury Department administration of 
the Act has been implemented with Reg- 
ulations first published in June, 1943 and 
by subsequent issuance of 18 I.T., 5 
mimeographs, 53 P.S., as well as General 
Counsel Memorandums and various mis- 
cellaneous rulings. In addition, the Wage 
and Salary Stabilization Unit and the War 
Labor Board issued Regulations, which 
have now, for the most part, become in- 
applicable to Employee Plans. It would be 
very tedious to attempt an analytical ex- 
planation of these various Rules and Reg- 
ulations, many of which are interpretations 
pyramided upon former interpretations. 
However, it is possible, and in the follow- 
ing summary I have attempted to enum- 
erate the more important objectives sought 
by the Treasury Department, and to indi- 
cate the particular pronouncements in- 
tended to achieve these objectives. 

The Regulations and other pronounce- 
ments cover a multitude of details relat- 
ing to the requirements which a Pension 
or Profit Sharing Trust must satisfy be- 
fore income tax deductions will be al- 
lowed to the employer. Such deductions 
are basic considerations since few employ- 
ers are either able or willing to establish 


By Loren D. Stark 


Employee Plans if their contributions are 
not deductible. 

Through this maize of Regulations and 
interpretations there emerges three over- 
all objectives which I shall discuss under 
the following headings: 1. Discrimina- 
tions. 2. Maintenance on a sound actuarial 
basis. 3. Abandonment. Admittedly, this 
classification is not precise or clearly de- 
fined, since there is considerable overlap- 
ping. However, the discussion of each 
should reveal the trends of Treasury De- 
partment administration of the Act. 


I. Discriminations 


Neither the Act nor any of the Treas- 
uty Department pronouncements admit 
that there are two general types of dis- 
crimination, namely (1) Required dis- 
crimination and (2) Prohibited discrimi- 
nation. 


1. Required discrimination has to do with 
(a) Who shall be eligible for benefits. 

(b) Minimum benefits for the lower salary 
group. 

(c) Distribution among lower salary group 
of forfeitures resulting from the pro- 
hibited discriminations. 

. Prokibited discrimination has to do with 
limiting the amount of benefits which may 
be given to the highly paid, supervisory and 
stockholder group. 


nN 


Regulation 111, Section 29.165-3 deals 
with the number of participants required 
to qualify a Plan which provided that 70 
of all regular, permanent employees shall 
be eligible and that 80 per cent. of the 
eligible must participate. Some exclusions 
are permitted such as hourly wage and 
employees who receive less than a stated 
annual salary as well as those below or 
above certain ages. 

Regulation 111, Section 29.165-4 deals 
with discriminations as to contributions or 
benefits. Mimeograph 5539; I.T. 3613, 
3614, and 3615; P.S. 5 and 30 deal spe- 
cifically with integration with Social Se- 
curity. 


The net effect of this rule gives the 
lower paid employees terminal benefits 
inclusive of S.S. which represent substan- 
tially the same percentage of yearly com. 
pensation as that provided for the higher 
paid employees. The theory underlying 
this rule is in line with the philosophy of 
the S.S. Act that the individual should be 
rewarded on the basis of need rather than 
the contribution which the individual 
makes toward the success of the enter- 
prise. (P.S. 13, 30 and 34 deal with this 
same subject.) 

In actual practice I have not found 
the foregoing requirement objectionable, 
since most employers honestly desire sub- 


stantial benefits for their lower paid em- 


ployees. In rare employment situations, 
exclusions of certain groups which the 
employer does not want to include may 
not be permitted. However, if the em- 
ployet’s motives are sound, then the limi- 
tation generally does not result in hard- 
ship. 

With respect to the Prohibited Discrim- 
inations, the language of the Act is gen- 
eral and the Treasury Department was 
slow in issuing its interpretation. Mimeo- 
graph 5677 issued April 28, 1944 and 
Mimeograph 5717 on July 13, 1944, te- 
late to such discriminations. The former 
deals with minimum adjustment of bene- 
fits due to salary changes and the latter 
with the amount of employer contribu- 
tions which may be used to provide bene- 
fits for an employee in event of termina- 
tion of the Plan during the first ten years. 
Since Mimeograph 5717 is concerned 
more with the effect of early abandon- 
ment, it will be discussed later under that 
heading. 

I.T. 3674 issued July 11, 1944 and fol- 
lowed by I.T.s 3675, 3676, P.S.a 10, 20, 
39 and 41 all deal with the so-called 30 
per cent. Employee-Stockholder rule, the 
provisions of which are: 


(a) Employees who own directly or 
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| _ THE DIRECTION IS RIGHT 


It is Mr. Stark’s opinion that, both from the administrative and the operational 
points of view, recent pension trust trends are in the right direction, but the au- 
thor cautions that “we still have a job to do.” That job is implied in this compre- 
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indirectly 10 per cent. or more of the vot- 
ing stock are considered as stockholders. 

(b) The amount of employer costs 
which may be used for the benefit of 
stockholders is limited to 30 per cent. of 
the aggregate contributions for all partici- 
pants of the Plan. 


Generally, this rule is objectionable 
oily in small employee groups which in- 
dudes Employee-Stockholders. The prin- 
pal hardship is the limitation imposed 
on minority Employee-Stockholders. 

Although there have been no published 
directives, the Treasury Department has 
apparently instructed its reviewing agents 
to use the principle of the 30 per cent. 
nile in determining possible discrimina- 
tions in favor of highly paid employees 
who are not stockholders, which may re- 
sult in the application of a formula in a 
paticular Plan. The Internal Revenue 
Agent reviewing some plans for my cli- 
ents has required a lower maximum bene- 
ft with respect to certain highly paid em- 
loyees than the formula of the Plan 
alled for. The Agent in each case has 
readily agreed that such benefits would 
be entirely acceptable in Plans where the 
proportion of employer contributions al- 
located for the benefit of such individ- 
wils is more nearly in line with the 
percentage of employer contributions 
allocated to lower paid employees. In 
other words, the maximum benefits in 
such cases were not objectionable; but the 
ratio of employer money used for such in- 
dividuals created forbidden discrimina- 
tions according to the Treasury Depart- 
ment’s yardstick. 


I, Maintenance on a Sound Actuarial 
Basis 

The first step in determining the ac- 
tuarial soundness of a Plan is the initial 
steening given a Plan by the Internal 
Revenue Agent who reviews the Plan 
ptior to the issuance of the formal ap- 
proval letter. 

Regulation III. Section 29.23 (p)-2 
‘ts forth the type of information re- 
quited by the Treasury Department upon 
which the acceptability of the Plan is de- 
mined. After approval has been 
granted, P.S. 48 requires a detailed sched- 
ule of information each year thereafter, to 
be filed with the employer’s income tax 
turn, supporting his claim for deduc- 
tions. With few exceptions, the required 
information to be included in the yearly 
teurn is the same type of information re- 
a for original approval. Hence, the 
allector of Internal Revenue is in a po- 
‘ition to determine each year if the Plan 
‘ontinues to meet the requirements under 
the Act, 

At first glance these yearly reports 
might appear to be unnecessarily burden- 
me. However, from a practical opera- 
tional point of view, the reports tabulate 
and present the type of information which 
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an employer should know about his Plan 
each year. 

Naturally, if the provisions of the Plan 
are changed, the whole process required 
in connection with original approval must 
be followed. 

Therefore, theoretically, and I believe 
actually, the Treasury Department will 
keep close watch on all Plans to make 
sure that no developments take place 
which will render such Plans unacceptable 
to the Bureau. 


III. Abandonment 


An examination of the testimony before 
the Congressional Committees prior to the 
enactment of the Law indicates the intent 
of Congress that Plans adopted under the 
provisions of the Act should be a perma- 
nent policy of the employer. Obviously, 
no hard and fast rules would be fair and 
would, in fact, discourage employers from 
establishing Employees Plans. Generally, 
if there is a bona fide reasonable basis for 
abandonment, no penalties to the em- 
ployer will result from abandonment. The 
attitude of the Treasury Department is re- 
vealed in the following: 

“Sec. 29.165-1—The term ‘Plan’ im- 
plies a permanent as distinguished from 
a temporary program. If abandoned for 
any cause other than business necessity 
within a few. years after it has taken ef- 
fect, there will be evidence that the Plan 
from its inception was not a bona fide 
program for the exclusive benefit of em- 
ployees generally. Especially will this be 
true in the case of a Pension Plan under 
which pensions were fully funded for 
the highly paid employees or others in 
favor of whom discrimination is pro- 
hibited under Section 165 (a) and which 
was abandoned soon after the pensions 
for such favored employees had been 
provided. The permanency of the Plan 
will be indicated by all the surrounding 
facts and circumstances, including the 
likelihood of the employer's ability to 
continue contributions as provided under 
the Plas: . :.:, , 

P. S. No. 7 deals further with the sub- 
ject of termination, particularly with re- 
spect to what is meant by business neces- 
sity. At best, the use of this yardstick 
must be based upon a consideration of 
the facts in a given case, concerning 
which there may be honest differences of 
opinion. 

Mimeograph 5717 approaches the mat- 
ter from an entirely different angle and is 
susceptible to precise determination. 
This rule limits the amount of employer 
contributions which may be applied to 
provide benefits for any employee if the 
Trust is terminated within 10 years from 
the date of establishment. Since the 
amount of employer money which may be 
so used is rather generous, Mimeograph 
5717 provides a satisfactory yardstick, al- 
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though, of course, it does not preclude 
enforcement of the penalty prescribed in 
Section 29.165-1. 

PS 8, 25, 31, 38, 42, 50 and 52 all 
deal with Mimeograph 5717. 

Naturally, the Internal Revenue Agent 
who passes upon Plans submitted for ap- 
proval cannot plumb the employer’s mind 
with respect to his intentions regarding 
early termination. However, it has been 
my experience that the Agent attempts to 
determine the employer's ability to con- 
tinue the Plan in effect. Unless the em- 
ployer’s financial condition and stability 
are well known to the Bureau, the Agent 
usually asks for a current financial state- 
ment and a history of earnings for the 
past four or five years. 


SUMMARY 


Treasury Department administrative 
trends as of this date appear to emphasize 
the following: 

1. Strict conformance with the discrim- 
inatory provisions of the Act. 

2. A weather-eye on the operation of 
Plans to the end that each shall be main- 
tained on a sound actuarial basis. 

3. Close scrutiny on all Plans which 
are abandoned to make sure that the rea- 
sons for such abandonment are both valid 
and proper. 


OPERATIONAL TRENDS 


Before attempting to summarize opera- 
tional trends, I believe it would contrib- 
ute toward a better understanding if we 
first briefly review the basic philosophy 
upon which a successful Employee Plan 
rests. 

The problems inherent in personnel 
management involve many phases or as- 
pects, any one of which has a bearing 
upon successful Employee-Employer re- 
lations. Working conditions, both physi- 
cal and psychological, compensation, spe- 
cial services both related and non-re- 
lated to occupation and living conditions 
generally are among the more important 
factors. Obviously, if any of these fac- 
tors is unfavorable, to that extent the 
efficiency of the personnel and in turn 
the effectiveness of the organization as a 
whole is affected. Management cannot 
hope to solve its over-all production 
problems by seeking a solution of one 
problem only. In the final analysis the 
success of an organization will depend 
upon the maximum contribution by all 
the constituent parts of that organization. 

It would be foolish to assume that the 
adoption of an Employee Plan, however 
well conceived and administered, would 
solve all the problems prerequisite to a 
smoothly running organization. However, 
the contributions which such a Plan can 
and should make are enormously signifi- 
cant, which among other things includes 
the following: 
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1. The adoption of such a Plan is the 
tangible manifestation of a mental atti- 
tude, a philosophy, on the part of man- 
agement which is extremely important in 
harmonious employee-employer relations. 
Such an attitude will also be reflected in 
management’s concern for employee wel- 
fare generally, including the factors just 
mentioned. 

2. Such a plan will dispel, to a con- 
siderable extent, the fears and inhibitions 
which directly affect employee efficiency. 
Not only does it remove fears relating to 
economic dependency for himself and 
family but it re-orients his psychology 
both on and off the job. The end results 
should inevitably be greater production 
at lower per unit cost. 

Management’s approach may, and I 
think should, be based upon the profit 
motive, which by no stretch of the imagi- 
nation is in conflict with the principles 
above stated. Certainly the financing of 
such Plans requires a cash outlay each 
year but it also represents an investment, 
not an expense. The investment, inciden- 
tally, possesses certain tax advantages not 
pfesent in other types of corporate assets 
such as machines and equipment because 
the former is 100 per cent. deductible 
from taxable income whereas the latter is 
deductible only upon the basis of annual 
depreciation. 

Keeping in mind the implications of 
these basic fundamentals, we may now 
turn to a review of operational trends in 
Employee Plans and perhaps we shall be 
better able to understand them. 


I. The Design of Plans Generally 


With the great interest engendered in 
the whole subject of Employee Plans, par- 
ticularly since the enactment by Congress 
of the 1942 Amendments to the I.R.C., 
the approach by technicians in devising 
Employee Plans might have been in the 
direction of standardizing them. Certainly 
such a standardized pattern would have 
been a boon to the uninitiated. However, 
the very nature of the problem requires 
special analysis and planning. No two 
employment situations are ever identical 
which makes it necessary for technicians 
to tailor-make plans for each group. Some 
of the reasons why this is true are: 

a. Variation in Employee compensation as 
a factor in determining: 

(1) The amount and type of benefits. 

(2) The advisability of employee contribu- 
tions. 

(3) The desirability of a differential in bene- 
fits based on salary and/or method of 
paying compensation, i.e., hourly wage 
and salary. 

b. Type of work as it affects 
(1) The normal retirement date. 

(2) The type of benefits most needed. 

c. Geographical location of Employees in 
relation to: 

(1) Installation. 

(2) Servicing. 

d. Average Age—Particularly the concen- 
tration of older ages as it affects: 


(1) Funding Costs. 
(2) Size and extent of benefits. 


e. The earning history as well as future 
prospects of the employer in determining: 


(1) A practical commitment. 
(2) The type of vehicle for funding the bene- 
fits. 


Employers generally have become 
aware of the intricacies inherent in plan- 
ning an Employee Plan and have, for the 
most part, sought the advice of experi- 
enced consultants. This trend I believe is 
more pronounced than in any other recent 
development of comparable size and 
scope. 


II. Type of Plans 


A. THE PENSION TRUST underwritten 
entirely or partially by a life insurance 
company is by far the most popular if 
the criterion is the large number of such 
Plans in relation to the total number of 
Plans installed. Under this arrangement, 
the benefits are pre-determined and fund- 
ing costs recur annually. The insurance 
company assumes the responsibility of 
carrying out the promised benefits to the 
employee under the terms of contracts is- 
sued by it. The accounting and most of 
the administrative records are kept by 
the insurance company which also, through 
its representatives, provides continuous 
service both to the employer and the em- 
ployee. 

In some instances a portion of the 
pension reserves are accumulated in the 
hands of a trustee. This variation of the 
insured Plan is commonly referred to as 
the “combination plan.” Although this 
type of Plan possesses many advantages 
both to employer and employee, its use is 
limited to special employee groups in 
which the number of individuals and type 
of occupation are important factors. 

It is possible that the popularity of the 
Pension Plan underwritten by an insur- 
ance company is due to the fact that life 
underwriters have aggressively worked 
this field. However, I have an idea that 
there are other and perhaps more im- 
portant reasons, among which are: 

1. The confidence which Employers 
have in the institution of life insurance. 

2. The assumption by the insurance 
companies and the underwriters of much 
of the administrative details which must 
be handled properly if expected results 
are to materialize. 

3. The relief of responsibility which the 
arrangement makes possible for the Em- 
ployer by enabling him to shift current 
investment problems as well as long term 
retired employee commitments to the in- 
surance company. 

4. The facilities available from the in- 
surance company which makes it easy to 
bring all the benefits under one instru- 
ment, one installation, and one servicing 
agency. 

5. The economics inherent in such an 
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arrangement as compared to other types 
of funding, particularly for the smaller 
and medium sized group. 

B. THE PROFIT SHARING TRUST has 
received more attention recently than in 
former years. Under this arrangement, the 
benefits are not predetermined but depend 
upon the profits of the Company. Em. 
ployer contributions are based upon a 
percentage of profit, the maximum being 
limited to a sum equal to 15 per cent. of 
the total compensation received by em. 
ployees benefited by the Plan. 

Generally, this type of Plan has been 
adopted as a supplement to a Pension 
Plan. However, for certain employers 


whose profits are erratic, it is the only type 


of Plan which can be safely adopted, 
When used in conjunction with a Pension 
Plan the Profit Sharing Trust serves a 
most useful purpose and contributes gen- 
erously to the building and maintaining 
of employee morale. Except in the special 
cases above noted, it should always be 
supplementary to a Pension Plan if the 
employer expects to receive dividends on 
his investment in employee esprit de 
corps. 

It requires little reflection upon the part 
of the employee to realize that his benefits 
under a Profit Sharing Plan will be deter- 
mined by factors over which neither he 
nor the employer have control. He knows 
that nothing will be credited to his ac 
count in the bad profit years and that the 
most he can expect in good years is a 
credit equal to 15 per cent. of his compen- 
sation. Such an arrangement brings him 
no definite assurances upon which he can 
plan his own financial security. 

That employers are currently adopting 
Profit Sharing Plans would appear to in- 
dicate an acceptance by employers of the 
basic principles outlined earlier in this 
discussion. This development is whole- 
some and should materially increase the 
dividends which employers receive from 
their investment in all employee plans. 

C. MetTHop. The third development 
relates to the method rather than the end 
sought. I refer to the use of a self-admin- 
istered Plan in which the employer or 4 
corporate trustee performs all of the ad- 
ministrative duties, keeps the records, 
makes the actuarial computations in de- 
termining benefits, and pays the benefits 
to the employee. 

Certainly this type of administration 
has its place but the situations where t 
may be used safely are limited, partic 
ularly where the promised benefits involve 
life contingencies—that is to say, if 
Plan promises to pay the employee a spe 
ified sum each month for the remaindet 
of his lifetime. The mortality and annully 
table used by insurance companies pia 
duce surprisingly accurate results Ww 
applied to large numbers of individuals. 
These same tables applied to small groups 
would not necesarily produce results upo* 
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which either the employer or the em- 
ployee can safely rely. 

Relatively few employers in this section 
of the country have adopted self-adminis- 
tered Plans except, of course, Profit Shar- 
ing Plans in which no life contingencies 
ate involved. The economics which appear 
to be present under such an arrangement 
are certainly intriguing, but for the most 

these apparent economics are elusive. 
Expense factors are frequently overlooked, 
such as actuaty fees, trustee fees and ex- 
ecutive time and effort which the em- 
ployer might use more profitably in the 
operation of the company. Further, the 
employee is likely to have greater confi- 
dence in the ultimate realization of prom- 
ised benefits if these benefits are under- 
written by a life insurance company whose 

rience and facilities are especially 
adopted to the discharge of the liabilities 
inherent in a Pension Plan. Perhaps even 
more important is the — that in- 
adequate reserves will be accumulated to 
discharge pension liability under a self- 
administered Trust due to the difficulties 
of accurately projecting such liabilities 
with respect to relatively small groups. 
Of course, when the inadequacy of the 
reserves comes to light, the employer can 
remedy the situation by making up the 
deficiency—if the cash is available and if 
such payment can be deducted at that time 
from taxable income. Both “ifs” depend 
upon circumstances which cannot be de- 
termined in advance. 

D. AMENDMENTS TO EXISTING 
Trusts. Disregarding remedial changes 
tequired to bring existing Plan in line 
with the law, the amendments currently 
being made would seem to indicate a 
trend in the direction of extending the 
waiting period before benefits are avail- 
able. It is understandable that, faced with 
manpower shortages during the war, em- 
ployers were anxious to include as many 
employees as possible with the result that 
the waiting period in many Plans was very 
short. Generally, sound Pension Planning 
suggests the desirability of a waiting pe- 
tid which is long enough to eliminate 
unnecessary wastage due to the high sev- 
trance rate among new employees. 

Another trend which appears discerni- 
ble is the tendency to liberalize severance 
tights. That is to say, the benefits receiv- 
able upon severance are made to accrue 
More rapidly. If a Plan formerly provided 
for a 10% per year severance right when 
the waiting period was one year, the per- 
centage is increased to 20% per year when 
the waiting period is increased to 5 years. 
The dollar and cent results to a severing 
employee covered under the Plan are sub- 
stantially unchanged, but the number of 
such individuals who would receive such 
benefits would be considerably reduced 
since fewer would have qualified to par- 
ticipate under the Plan. 

It should be noted that amendments 
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which extend the waiting period usually 
must be supported by valid reasons be- 
fore the Treasury Department will grant 
pn citare If the initial short period was 
obviously for the purpose of making the 
benefits available to a small group of 
highly paid, supervisory and stockholder 
employees who would not have qualified 
under the longer waiting period, then the 
Treasury Department would in most cases, 
require a satisfactory explanation for the 
proposed change. 


EFFECT OF EXPANDING SOCIAL SECURITY 


At the outset of this discussion I made 
a rash promise to comment upon the prob- 
able effect upon private Pension Plans 
which might result from an extension of 
Social Security benefits. The present tend- 
ency to expand such benefits has been de- 
scribed by Dr. Virgil Jordan “‘as the al- 
most psychopathic emphasis on the idea 
of security.” Whether the cause is psy- 
chopathic or just a plain common instinct 
which all people have, I leave to your 
judgment. Regardless of the cause, I be- 
lieve we will see an expansion of Social 
Security benefits in the United States. 

In general the effect should be wider 
acceptance of and more general adoption 
of private Plans. It should be recalled that 
prior to the Social Security Law, relatively 
few private Plans were in effect and that 
the great increase in the number of pri- 
vate Plans has been since 1942. 

Furthermore, it would not be unreason- 
able to expect Congress to make allowance 
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for contributions made to approved pri- 
vate Plans in determining the amount of 
tax which employers and employees cov- 
ered under such Plans will be required to 
pay in connection with extensions of So- 
cial Security benefits which may be en- 
acted into law. Certainly Congress delib- 
erately encouraged employers to adopt 
private Plans when the 1942 law was en- 
acted. 

Finally, employers are already aware of 
and will continue to realize material divi- 
dends from the investment made in the 
Employee Plans. It is not likely that they 
will abandon a profitable investment, even 
in the face of increased taxes which may 
be required under an expanded Social Se- 
curity Law. 


CONCLUSION 


It seems to me that the trends in pen- 
sion trusts are in the right direction, both 
from an administrative and operational 
points of view, but we still have a job to 
do. It is my measured judgment that the 
realization of many dire predictions, can 
be averted if we have the intelligence, 
courage and energy to deal with the prob- 
lems now. We cannot achieve these results 
with Pollyanna optimism. or wishful 
thinking. We shall need to work very 
hard and cling stubbornly to the ideals 
and the institutions which have their 
foundations upon the rights and the dig- 
nity of the individual. We shall need to 
keep our thinking flexible, our spirits 
fresh and our determination firm. 


Corporate Earnings Statements 
Need Interpretation 


Not only does the trend of earnings 
this year vary widely from company to 
company, but the need for interpretation 
of income statements is greater than ever 
before, says the current issue of the maga- 
zine Exchange, a monthly publication of 
the New York Stock Exchange. 

Today these statements are crowded 
with matters that must be puzzling to any- 
one with limited experience in corporate 
affairs, says the article. Some examples 
are: The effect of carryback provisions of 
the excess profits tax; adjustment of re- 
serves, including reserves for postwar con- 
tingencies; recent trends of costs of labor 
and of materials; and pricing provisions. 

The magazine states that one effect of 
the sharply varying course of corporate 
earnings is to place a premium on invest- 
ment research activities such as are car- 
ried on by member firms of the New York 
Stock Exchange. 

“Tt almost seems that in any presenta- 
tion of earnings these days the precaution 
should be taken of pointing out that the 
earnings for the period shown are not 
necessarily representative of the normal 


experience of the company under consid- 
eration,” says the article. 

“Looking back a year or two hence, re- 
sults in the first half of 1946 may well 
appear as the most non-representative in 
a long time. Yet it was these fluctuating 
earnings that largely accounted for the ex- 
treme selectivity of the market this year. 
And it appears that sharply varying earn- 
ings, and selectivity, are still to be with 
the market in the days ahead. Therein lies 
the value of persistent study of price-earn- 
ings relationships. 

“Looking ahead to the second half, 
several securities analysts recently agreed 


* that durable goods industries, which so far 


have lagged, should make substantial 
gains in output now that raw materials 
are coming into better supply and OPA 
price restrictions are largely relaxed. They 
remembered to include ‘if work stoppages 
can be avoided.’ 

“What does stand out, above all else, 
is the rapid and often wide change in 
earnings situations in recent years—with 
few signs that any kind of year-in-and- 
year-out stability can be looked for.” 








Negotiating Labor Contracts 


In my opinion, representatives of man- 
agement err when they interpret the term 
“negotiating labor contracts” to mean 
that period of time which occurs once 
each year when labor and management 
people sit down together to decide upon 
the written terms of a mutual agreement. 
Labor contracts must be living documents 
and to be effective the negotiation must 
be a year-round process. No written docu- 
ment can possibly contain all rules and 
regulations which will strictly govern these 
relationshihps for any set period of time. 

Management must concern itself with 
the application of terms of working 
agreements rather than dwell upon legal- 
istic intricacies and rigid interpretations. 

Naturally the written terms of a labor 
contract are important and every effort 
should be expended to have the terms of 
the written agreement express the basic 
accord between labor and management 
for the duration of the contract. How- 
ever, to stop “negotiating” when the writ- 
ten agreement has been signed is as much 
a fundamental error in sound business 
pfactice as to neglect your customer once 
an initial order has been placed. 

Be awake to the problem that confronts 
you every day of every year. Do not al- 
low your labor relations to become for- 
malized and unbending, because pliability 
is the real life blood of any labor manage- 
ment agreement. The rules propounded 
in the contract must be applied with rea- 
son and with tolerance because labor mat- 
ters are particularly personal relationships 
and individual cases properly handled are 
much more an effective incentive to sound 
labor relations than strict application of 
a general rule. While the contract itself 
must be carefully drawn, it may be suc- 
cessfully negotiated throughout its entire 
term by intelligent use of grievance pro- 
cedures, by utilizing a labor management 
committee or some like group and by the 
administration of a sound management 
policy by skilled technicians. Until such 
time as a fool-proof labor agreement has 
been written, both parties must negotiate 
their differences all the year round and 
it must be the goal.of both parties to con- 
tinually strive to provide better working 
relationships on a day to day basis be- 
tween management and its labor. 

While I recognize fully the part that the 
legal profession should play in the prep- 
aration and interpretation of labor manage- 
ment agreements, I feel that lawyers should 
not be charged with the responsibility of 
maintaining proper labor relations by using 
the contract as a sword and a shield. Labor 
is equally guilty with management in this 
tendency toward placing labor relations 
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problems on a battle field of legal parries 
and thrusts. Most well organized labor 
groups today have the benefit of skilled 
legal counsel who are masters in the art 
of finding in legal terminology what may 
be a “‘loop-hole” in the real intent of the 
contract itself. I fail to understand why 
two groups whose mutual concern must 
be the survival of each should become so 
formal and legalistic in the treatment of 
their differences. Why not solve their 
problems by intelligently analyzing each 
point of conflict rather than by attempt- 
ing to settle matters by the application of 
a yardstick which in most instances was 
not created to govern the particular situa- 
tion involved ? 

Idealistic as it may sound, the future 
of labor management peace does depend 
upon the development of a sense of fair 
play by both parties and the resolution of 
conflicts by intelligent, common sense 
means. In such a program the written 
labor contract is a vital ingredient. Thus, 
in spite of my previous observations re- 
garding year-round negotiating of a con- 
tract, I do not wish to leave the impres- 
sion that a written agreement is unneces- 
saty. To the contrary, it is an essential; 
but it must be based on fairness and mu- 
tual understanding and both sides to the 
contract must feel that the written terms 

rovide a basic set of rules by which they 
will abide in working together for the 
duration of the agreement. These written 
rules governing items such as wages, va- 
cations, night shift premiums and the 
like should be definitely prescribed, but 
the unusual circumstances which arise in 
applying these various basic rules leave a 
sphere for interim bargaining and it is in 
that sphere that “consistent negotiating” 
must be recognized. 


MANAGEMENT'S INTEREST 


As for the actual negotiation of the 
written labor contract, there are several 
thoughts which I would like to discuss 
with you regarding the management side 
of these negotiations. Executive titles such 


as treasurer or controller are often mis. 
leading as I know many men possessing 
these titles are engaged in handling labor 
agreements. However, even though you 
may not be an executive who negotiates 
the terms of the labor agreement, I be. 
lieve that if you are connected with the 
executive end of any business you should 
be familiar with the labor policy of your 
company. All executive personnel should 
be acquainted with a labor contract and 
should participate and discuss the terms 
of labor. agreements whenever they are 
being negotiated. I recommend periodic 
meetings of executives to clear top man- 
agement labor policy as one of the best 
approaches to the solution of current di- 
lemma and indecision which exists in 
many companies regarding labor matters. 

Management has been too narrow in 
limiting the formulation of company l- 
bor policy and handling of labor prob- 
lems to one or two specialized individuals 
in that field. I know that most manage- 
ment executives have definite opinions te- 
garding labor relations policies but un- 
fortunately few of them have occasion to 
express themselves and to have their opin- 
ions considered in the formulation of 
labor policy. The strict negotiation of the 
terms of the agreement should and must 
be made by skilled technicians after the 
combined efforts of all management tep- 
resentatives have produced an intelligent, 
complete company policy. Differences of 
opinion among executives regarding cet- 
tain policies and aims in the labor rela- 
tions field will always exist; and it is 
good management to permit a clearing 
house of personal opinion and to provide 
a clear understanding among top manage- 
ment of the company labor situation. Cer- 
tainly no harm can come from providing 
a better informed top management group 
and from the allowance of expressions of 
opinion by those who are truly concerned 
with the labor relations picture. It was 
Voltaire who said: “‘I disagree with what 
you say, and will defend to the death yout 
right to say it.” 

Not only will such a clearing house of 





of the Hartford Control. 





. LABOR CONTRACTS ARE LIVING DOCUMENTS 


Labor contract negotiations should be a year-round process, not something 
to be tackled shortly before the current contract’s expiration date, and then put 
out-of-mind. And all members of top management, particularly controllers and 
financial officers, should be well-versed in the labor policy of the company and 
its labor contracts, declares Mr. Burns, attorney for the Fuller Brush Company, 
Hartford, Connecticut, who presented these views at the September meeting 
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thought provide a better informed top 
management group but it may also serve 
to acquaint controllers, treasurers and 
others with some of the more pertinent 
roblems now being faced by manage- 
ment in dealing with organized produc- 
ion employees. The organization of office 
employees throughout the United States 
has been steadily expanding and indica- 
tions ate that labor organizations will 
continue to enter this field. 

To those who are charged with the re- 
sponsibility of making labor contracts, I 
recommend that they keep abreast of pres- 
ent thinking on issues which are included 
in their agreements or which may be pro- 

sed for inclusion in them. I personally 
retain a rather bulky, cumulative file on 
interpretations of the written terms of 

resent contracts and on ideas which may 
be presented for consideration in future 
agreements. All of these issues which are 
within the realm of foreseeability should 
be intelligently analyzed and periodically 
checked even if only as a preparedness 
measure. For example, many contracts do 
not include pension plans, sick leave 
benefits, guaranteed annual wages or the 
like, and I think it is important for the 
negotiator of the labor contract to become 
familiar with outside thinking on these 
dauses and to provide himself with 
knowledge which will permit him to dis- 
cuss such clauses intelligently. I think that 
management should formulate a company 
policy regarding such benefits in order 
that the negotiator be prepared to express 
a company policy in the event such a 
dause is proposed or a question submit- 
ted. By the same reasoning also, if the 
company policy has not been determined, 
the negotiator will know enough to say 
nothing about the matter and thus not 
commit himself to a degree that will ren- 


der difficult any formulation of a com- 


pany policy in the future. 

While we are discussing the negoti- 
ator as such, I wish to state unequivocally 
that in my opinion a negotiator must be 
given power to bind the company. He 
should be able to agree to any clause 
under discussion and have that agreement 
be the final statement of the company on 
that matter. Regardless of the tact that 
agreement to any terms of a contract by 
the union are always tentative pending 
approval by the national headquarters or 
by the employees themselves, the com- 
pany negotiator should be able to decide 
and state with certainty the position of 
the company regarding issues raised in a 
negotiating session. To have the nego- 
tiator act purely as a courier through 
whom union demands are transmitted to 
top management is to weaken manage- 
ment power at the negotiating table. I 
say, let us have competent, capable man- 
agemént representatives on the front line 
all the time and have them so thoroughly 
familiar with company policy that they 
can make definite commitments and thus 


be able to really “negotiate” on the spot. 

All actual negotiations should be car- 
ried on for relatively short periods of 
time. In no event should a negotiating 
session exceed three hours in length. Now 
that is a general rule and circumstances 
could certainly change the time limit, 
but it is my contention that tired minds 
seldom function to advantage. Dealing 
intelligently with complex issues for more 
than two or three hours, especially where 
a negotiating committee meets after a 
full day’s work, is expecting too much re- 
turn from the physical ability of the hu- 
man mind. Certainly no advantage can be 
gained when minds are dull and tempers 
are quickened by physical fatigue. I would 
rather negotiate for shorter intervals and 
over a longer period of time if necessary, 
rather than to risk a poorly considered 
agreement or a show of temper on either 
side due to physical strain. Why risk ani- 
mosity between negotiators when a free 
atmosphere always produces better results. 
Keep the sessions lively, keep discussions 
open but not too lengthy and raise only 
one or two issues which may cause fric- 
tion at any given negotiating session. 

It should be stressed here that the nego- 
tiators representing management should 
be friendly with those who represent la- 
bor and there should be no personal an- 
tagonism which might seriously interfere 
with the negotiation of a good agreement. 
For that reason, I favor the negotiation of 
a labor contract by representatives of man- 
agement who know their plant and who 
personally know many or most of the 
employees. Remember, this contract is be- 
ing negotiated for company with its em- 
ployees and the company negotiator must 
know the company, its aims and its poli- 
cies and he must be acceptable to the rep- 
resentatives of labor if any degree of har- 
mony is to be obtained. 


DEMANDS IN WRITING 


Inasmuch as most contract negotiating 
sessions deal with the settlement of cer- 
tain demands made by the union, I think 
Management ought to continue the cus- 
tomary practice of asking the union to 
present its demands in writing at the first 
negotiating session. Frankly, all I would 
ever recommend for management at the 
initial bargaining session is to receive 
written demands, to review them in de- 
tail with the union bargaining committee 
and to show no visible reaction to any 
of these demands. Many companies now 
tend toward a feeling that they too should 
present demands to the union during con- 
tract negotiations. While I feel this may 
be intelligent bargaining and I know it 
has been effective in some cases, I recom- 
mend that such demands be withheld un- 
til the union has completely presented 
and explained their requests and then I 
feel that management may present its 
counter-demands, preferably at the second 
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negotiating session. 

Although clauses in a proposed agree- 
ment are discussed individually, it is bene- 
ficial to condition preliminary discussions 
or agreements on the acceptance of a com- 
plete contract. Make it a definite program 
to begin any contract negotiations with 
the understanding between the parties 
that agreements on individual items are 
temporary and that final agreement on all 
issues will be held until a total contract 
is ready for the signature of the parties. 

I do not believe that either party is 
benefited when one or the other feels that 
they have inserted a “catch clause” which 
may operate to their advantage in the 
event a strict interpretation becomes nec- 
essary. This merely provokes antagonism 
and although a temporary advantage for 
one side or the other may be gained, cer- 
tainly the other party will not let such a 
clause be inserted in the next contract. 
Use that same endeavor to provide a con- 
tract that expresses clearly what both 
parties believe it to be; and eliminate 
from the labor management field those 
opportunists who consistently seek to 
catch the other fellow unawares even 
though such skullduggery undermines the 
basis upon which the labor management 
relationship is founded. 

_It is extremely advantageous to pro- 
vide time for the detailed examination of 
the completed labor agreement by the ne- 
gotiators before the contract is signed: 
The negotiators should sit down together 
in a pleasant atmosphere after the terms 
of the agreement have been mutually ac- 
cepted and the final terms should be read 
carefully to the assembled group. Select 
a representative of management possess- 
ing “personality” and a good speaking 
voice and have him read carefully to the 
group the terms of the contract which has 
has just been negotiated. Give each of the 
negotiators a copy of the completed agree- 
ment and provide opportunities for ques- 
tioning or for interpretations before the 
contract is signed. Be certain that the 
agreement as written does express the 
thought and meaning which it was in- 
tended to convey when both parties agreed 
to it. This procedure, simple though it 
may be, gives both sides an opportunity 
to reflect upon the terms of the complete 
agreement and to consider carefully the 
application of those terms. I have found 
that many problems which could cause 
serious conflict are often eliminated by an 
intelligent analysis of the agreement be- 
fore it is finally signed and sealed. I think 
that a thorough discussion of the agree- 
ment itself should be a final step in the 
negotiation of any labor management 
agreement. Certainly this is my idea of a 
fitting conclusion because I feel that un- 
derstanding of contract terms, simply and 
clearly written, by the parties who have 
negotiated the contract is the best guar- 
antee of successful labor management re- 
lations during the life of the contract. 











Controllership Foundation Names 
Research Director 


By Daniel J. Hennessy 


President, Controllership Foundation, Inc. 


After months of careful investigation and scrutiny of can- 
didates we now announce the selection and appointment of 
a research director of the Controllership Foundation, Inc., 
Mr. Clyde E. Watkins. 

The officers looked far and wide for the type of man de- 
sired, interviewing more than fifty candidates ath coming 
to a decision. They wanted as research director a person tech- 
nically qualified to plan and design non-partisan research 
projects on economic questions and related business proce- 
dure and practices, with substantial research experience in 
business and industry. 

It was further specified that the successful candidate should 
be possessed of a high degree of administrative ability and 
have a wide acquaintance in business and academic circles. 
The officers believe that they have found such a man in Mr. 
Watkins. They believe that the time devoted in their search 
for a research director was well spent. 

The research director will aid the trustees in determining 
what researches shall be made, and in what order. He will 
help select the agencies to which grants shall be made for 
specific researches. He will supervise the progress of the re- 
search work and will assist in putting the results in form for 
publication. 

Mr. Watkins brings to this office wide experience in the 
field of managethent as well as in commercial research and pub- 
lic relations. 

He comes to the Foundation after having served as Manager 
of the Eastern Division of Opinion Research Corporation, 
Princeton, New Jersey, the research group which is now en- 
gaged in the initial study of the Foundation to determine pub- 
lic reactions to reporting corporate financial figures. Mr. Wat- 
kins worked closely with Dr. Claude Robinson in employing 
the techniques of commercial opinion polling to a wide range 
of problems for private corporations where it was important 
that management know what the various po are thinking 
about matters of corporate practice, in dealing with employees, 
consumers, arms of distribution and stockholders with respect 
to ape markets, style trends, pricing, as well as industrial 
and public relations. More particularly, however, Mr. Wat- 
kins was identified with Public Opinion Index for Industry, a 
service dealing with fundamentals in the field of industrial and 
por relations and providing continuous consulting service 
ased on commercial opinion polling. Mr. Watkins’ work had 
much to do with making these reports available to a consider- 
ably wider list of industrial and commercial organizations. 

Previously, for many years, he engaged in professional work 
as a consulting management engineer, having served with 
Ford, Bacon and Davis, Inc., New York, in the capacity of 
senior staff member, and as partner in the management con- 
sultant firm, Business Surveys, Inc., New York. Heré he dealt 
with a wide range of management and organizational prob- 
lems, and is well and favorably known throughout industry. 

During the war he served as special consultant on the staff 
of the Commanding General, Army Air Forces, Wright 
Field, Ohio. 

Before engaging in professional work, Mr. Watkins was 
an official of Federal Glass Company, Columbus, Ohio, manu- 
facturers of hand-blown and machine-made glassware where, 
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as general sales manager, he was responsible for all market- 
ing and distribution operations. 

Mr. Watkins brings to his new engagement breadth of ex- 
perience in management matters; the objective and factual 
approach which is so necessary in dealing with research; as 
well as the ability to present effectively the findings flowing 
out of such investigations; and basic recent experience in the 
fundamentals of human relations. 

The Foundation has under consideration more than thirty 
subjects of importance for research and discovery, which have 
been suggested by members of the Controllers Institute of 
America and others. These will come under early review by 
the officers, trustees and a special committee. Other grants 
will be made in due course for the purpose of undertaking 
one or more additional surveys or studies. In other words, 
the work of the Foundation will be pressed vigorously in the 
months immediately ahead. 

A meeting of the Board of Trustees of the Foundation will 
be held in mid-December, at which the progress which has 
been made on the first survey authorized by the Foundation 
will be reported. This survey is on the degree of acceptance 
by the public of the published financial reports of corpora- 
tions. The scope of this survey was defined at a meeting of 
the trustees which was held on September 17. 

At the December meeting of the trustees thorough study 
will be made of various proposals which have been made by 
controllers for additional surveys which might be authorized. 
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In discussing the subject, the Excess 
Profits Tax Council and its problems, I 
certainly cannot say that I am fenced in 

the topic. However, I can assure you 
that I shall impose my own restrictions 
and I certainly do not intend to discuss all 
of those problems at this time. As you 
know, the Council was established by the 
Commissioner of Internal Revenue, with 
the approval of the Joint Congressional 
Committee on Internal Revenue Taxation, 
as a result of the Section 722 Hearings 
held by this Committee in February of 
this year. The Council is both an adminis- 
trative and a technical group, in that the 
Commissioner has endowed it with power 
to set up its own procedures in addition 
to its authority to interpret section 722 
and to change or revoke previous interpre- 
tations of that section. Since the Council 
is operating under a delegation of author- 
ity from the Commissioner, it does not 
have the power in its own right to change 
regulations and, of course, it does not 
have the power to change the law. In both 
these matters, however, the Council does 
have the power to make recommendations 
for changes through the proper channels. 

It would not be doing justice to Com- 
missioner Nunan if I failed to mention 
the fine attitude that he has taken and 
maintained throughout this entire period 
of 722 reorganization. His approach to 
the Hearings held by the Joint Congres- 
sional Committee on Internal Revenue 
Taxation was that of a sincere public off- 
cial interested more in good administra- 
tion than in defending his own personal 
record, and I say this with full recognition 
of the fact that he inherited a great part 
of this problem on the day he assumed 
office. He has selected this Council for the 
purpose of solving these problems and in 
doing so has delegated to it all authority 
that he could possibly delegate under the 
law. It is my belief that he meant exactly 
what he said when he told the Council 
that it was to have full authority and full 
responsibility with respect to section 722. 
Speaking for myself and for the other 
members of the Council, I can only say 
that we accepted this trust and the respon- 
sibilities that accompany it with a great 
deal of humility, and have made up our 
minds that we are going to do the very 
best job we can and let the chips fall 
where they may. 

I am not prepared at this time to dis- 
cuss the technical questions involved in 
section 722. After all, I am merely the 
Chairman of the Council. There are 14 
other Council members whose responsi- 
bility in that regard is equal to mine, and 
each of whom has his say in determina- 
tions which the Council will make. The 
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only point I wish to make with regard to 
the Council’s technical functions, is the 
fact that the Council members are at pres- 
ent studying the law, the regulations, the 
Bulletin, Tax Court decisions and prior 
Bureau rulings. This study is being made 
in an effort to determine what the Coun- 
cil’s policy with respect to the interpreta- 
tion of section 722 will be. I do not mean 
by this that the Council expects at some 
time in the near future to come out with 
a complete restatement, interpreting sec- 
tion 722 in all its features. This is an im- 
possibility now and would mean that the 
Council would attempt to act in a final 
manner without the benefit of the consid- 
eration of actual cases. To this type of ap- 
proach I am unalterably opposed and it is 
my opinion that each one of the other 14 
Council members shares this view with 
me. So let me dismiss the technical or in- 
terpretative activities of the Council at 
this point, because I am primarily inter- 
ested in explaining to you the steps we are 
taking to provide for an even and ordeily 
processing of the claims that have been 
filed. 

These administrative procedures, in my 
opinion, deserve the limelight now, since 
they are the means by which the cases will 
be brought to the attention of the Council 
so that it can gain the case — 
which will be required in order for it to 
intelligently adopt its technical and inter- 
pretative philosophy and approach to the 
problem of excess profits tax relief. 


FrvE MIMEOGRAPHS 


To date, the Commissioner has issued 
three mimeographs dealing with Council 
organization and procedure. For the bene- 
fit of those who may not have had the op- 
portunity to read these rulings, I should 
like to identify them by their number so 
that you may acquaint yourselves with 
their contents at your own convenience. 
These three rulings are known as “Com- 
missionet’s Mimeographs, Collector's Nos. 
6035, 6044 and 6061.” Under the author- 





ity granted by these mimeographs, the Ex- 
cess Profits Tax Council has issyed two 
mimeographs of its own, and again I will 
identify these by number so that you who 
wish to delve into the details can do so 
with as little trouble as possible. These 
Council mimeographs are designated by 
the initials “capital E, capital P, capital 
C” and the first one is simply “E.P.C. 1” 
and the second is “E.P.C. 2.” Both the 
Commissioner's mimeographs and _ the 
Council’s mimeographs are published in 
the Internal Revenue Cumulative Bulletin 
which can be obtained from the Superin- 
tendent of Documents, Government Print- 
ing Office, Washington, D. C., and they 
are, of course, published in all major 
loose-leaf tax services. 

I do not wish to take up your time by 
going into the details of any of these pub- 
lished papers. They are authoritative, but 
they are necessarily complicated since they 
deal with governmental procedure which 
is tailored to fit the needs of each of the 
thousands of corporate taxpayers. You can 
read them and study them on your own 
time and you will find that both the offices 
of the various internal revenue agents in 
charge and the Council itself in Washing- 
ton, will be glad to give you assistance in 
the event that some particular part of the 
procedure is not absolutely clear in its ap- 
plication to any case in which you arte in- 
terested. 

The ultimate result of these published 
rulings is that the Excess Profits Tax 
Council has final authority within the Bu- 
reau of Internal Revenue over all ques- 
tions arising out of the provisions of sec- 
tion 722 and it should be kept in mind 
that the Council’s authority is restricted to 
section 722. We have absolutely no au- 
thority over problems or questions which 
arise under any other provision of the Ex- 
cess Profits Tax law or under the provi- 
sions of any other taxing statute. 

This means that 15 men have been 
handed the responsibility for determining 
the issues involved in over 40,000 claims 
filed to date, plus an indeterminate num- 





result. 





FAIR PLAY IN “722” CLAIMS 


Establishment of the Excess Profits Tax Council was a tangible expression of 
federal interest in the prompt and fair handling of Section 722 claims. To do its 
job well, the Council, of which Mr. Hamel is chairman, needs understanding co- 
operation, particularly in the reconsideration—by corporate officials, attorneys, 
tax and accounting consultants—of “nuisance” and “unreasonably inflated” 
claims. Given this aid, the Council’s effort to expedite the thousands of 722 
claims will be materially advanced and benefits to corporate claimants will 
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ber of claims which may be filed. There is 
no way of making any accurate estimate of 
the maximum workload that the Com- 
missioner has handed this group of 15 
men. Estimates made by people who are 
reputed to know more about the subject 
than I do, move this 40,000 figure up to 
60,000. Some extremists say that a total 
of 80,000 is not an impossibility. I do not 
know. When it is remembered that these 
40,000 claims are tax issues of the most 
complicated nature, which Judge Opper 
of the Tax Court identified with Mr. 
Churchill’s phrase of “‘a riddle inside a 
mystery wrapped in an enigma,” you can 
well appreciate that from the physical 
standpoint alone, adequate personal con- 
sideration by this 15-man Council assumes 
terrifying proporticns. 


FIELD OFFICES’ ROLE 


We are attacking this problem in every 
manner that we have been able to devise. 
In the first place, we know, just as you do, 
that the real burden of the work must be 
done by the field offices. We must provide 
machinery whereby the offices of the 39 
internal revenue agents in charge can sat- 
isfactorily adjudicate the great majority of 
these claims. It is for this reason that the 
Commissioner has instructed each internal 
revenue agent in charge to create a Section 
722 Field Committee and placed these 
committees under the technical supervi- 
sion of the Council. It now remains for 
the Council and the internal revenue 
agents in charge to see that these commit- 
tees are staffed with able agents who have 
the proper mental attitude toward the 
work and who can adapt themselves to 
the varied types of situations that they will 
encounter. 

I might say that the Council is going to 
spend a great deal of time on these comit- 
tees. They are the field representatives of 
the Council. We are going to make sure 
that these committees understand exactly 
what the Council wants and why the 
Council wants it. We also are going to 
make it very clear to these committees 
that the Council wants the benefit of the 
independent judgment of each committee 
member. Perhaps the greatest value of 
these field committees is the intimate 
knowledge of local conditions which has 
been accumulated by the individual mem- 
bers over the period of years they have 
served the Government in their particular 
area. We do not expect the local commit- 
tees to be perfect, especially in matters 
which involve coordination of cases in dis- 
tant sections of the country, but we do ex- 
pect the local committees to know local 
conditions and to apply that knowledge to 
local cases. 

For the purposes of coordinating cases 
scattered throughout the country, we have, 
first of all, the personal experience of the 
14 Council members who, in themselves, 
present a rather surprisingly wide geo- 


gtaphical distribution when you consider 
the exigencies of the present-day housing 
situation in Washington. It isn’t easy to 
persuade people to move now-a-days and 
I want to pay tribute to the public spirit 
shown by these out-of-town members of 
the Council. 

We also have the services of the Busi- 
ness and Industrial Research Division 
which was established some time ago in 
the Bureau of Internal Revenue for the 
express purpose of providing expert eco- 
nomic counseling, which term to me cer- 
tainly embraces economic problems on a 
national scale. In addition, we have the 
facilities of the other departments of the 
United States Government which gather 
statistics having a bearing upon business 
illness and health over a long period of 
time. We have the publications and the 
statistics of various trade associations and 
other independent groups, and studies 
made by the Chambers of Commerce, uni- 
versities, and privately-endowed research 
organizations. We intend to use all of 
these means and to make the results 
available to the Section 722 Field Com- 
mittees located right in the office of your 
own local internal revenue agent in 
charge. * 

I might say also, that the Council has 
every intention of maintaining close and 
effective liaison with these local commit- 
tees. We are going to review in Washing- 
ton the results reached by these commit- 
tees in every single case involving section 
722, regardless of whether it is an allow- 
ance of more than the taxpayer has re- 
quested, a part of what the taxpayer has 
requested, or whether it recommends a 
total disallowance. Furthermore, we are 
going to review these reports and recom- 
mendations of the field committees with 
the specific objective of making each re- 
view the means of strengthening each 
committee. Where a field report is criti- 
cized by the Council the particular field 
committee is going to be told about the 
criticism. We are going to tell them not 
only what is wrong and why we believe it 
is wrong, but also what to do about cor- 
recting it. In other words, we are going to 
try to make our work constructive so that 
the effectiveness of the field committees 
will increase as the work progresses. We 
want your relations with the local com- 
mittee to be just as pleasant as they possi- 
bly can be. I might also add that we do 
not intend to criticize field reports for im- 
material factors which have no significant 
effect upon the results. We are going to 
try to use these reviews as a means of pro- 
moting field morale, not of destroying it. 

We also expect to have considerable 
personal contact between the members of 
the field committees and the Council. In 
fact, I can expand that statement—we can 
expect to have considerable personal con- 
tact between revenue agents engaged in 
examining section 722 claims, members of 
the local field committees, members of the 
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Council, and members of the Council's 
staff. I hope to weld these men into 4 
team and we all know from past experi- 
ence that the greater the amount of per. 
sonal contact, the gteater the amount of 
understanding and the greater the eff. 
ciency of the entire organization. 


REGIONAL MEETINGS 


In order to achieve this objective, we 
are planning regional meetings where 
these men can become familiar with the 
Council’s viewpoint and better acquainted 
with each other. We are also hoping to be 
able to have a part of the Council’s staff 
on a rotating basis, so that conferees and 
reviéwers working directly under the 
Council in Washington will, to a substan. 
tial degree, be field agents assigned to 
Washington on temporary details. In this 
way, they will be rubbing elbows daily 
for periods of two, three, or six months 
with members of the Council and with 
permanent members of the Council's staff. 
These are the high spots of our plans for 
the field and I have relayed them to you 
in the order in which they came to mind 
rather than in any attempt to follow a 
logical procedure. 

Now let me turn to the Council's part 
in this scheme. In this connection I want 
to emphasize the fact that it is the objec- 
tive of the Council to function in such a 
way that these cases are kept out of the 
Tax Court to the greatest possible extent. 
It is not our job to supplant the Tax Court 
in the 722 picture, but we certainly have 
the responsibility of preventing needless 
litigation. 

It is for this reason that we are insisting 
upon the proper preparation of claims by 
taxpayers and the proper examination of 
claims by revenue agents. It is our belief 
that a great deal of litigation: can be 
avoided if the claims are prepared and the 
examinations are made in such a way that 
the issues on which the differences exist 
are Clearly drawn. It is one thing to try to 
reach an agreement with a man when you 
know exactly what he is talking about. It 
is an entirely different thing to try and 
reach an agreement where neither party 
knows just what the contentions of the 
other party are. We want to narrow these 
cases down to specific issues and then we 
want to settle each issue on its own merits. 
If we can do this, I believe that we will 
not only give effective administration to 
the problem of excess profits tax relief, 
but we will also considerably lessen the 
potential litigation of this subject. We are 
not desirous of creating conditions which 
will merely repeat the troubles we all had 
after World War I and which stretched 
out the arguments in Special Assessment 
cases over a 25-year period. 

I believe it would be worth while for 
me to describe to you just the highlights 
of procedure before this Council. As I 
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said before, all cases will be sent to the 
Council after the field committees have 
completed their functions. This means 
that whether or not you have agreed with 
the decision of your local field committee 
your case will not be finally disposed of 
until the Council has had a chance to re- 
view the field recommendations and make 
sure that your interests, as well as the 
Government's interests, have been prop- 
etly taken care of. 

When cases come in from the field 
with an agreement we are going to expe- 
dite our processing in the Council to the 
very best of our ability. We have not 
created this review procedure merely for 
the purpose of upsetting determinations 
made in the field, and we are not going to 
put agreed cases in the file and forget 
them until 1948. If the emphasis is on 
either side of this question, I believe it is 
all in favor of accepting field agreements. 
As I said before, the Council is relying 
very heavily upon the knowledge of local 
conditions that is peculiarly the property 
of the members of these local committees 
and we are not going to act under any as- 
sumption that a man sitting in Washing- 
ton knows more about the business affairs 
of Main Street than an internal revenue 
agent who has been there continuously for 
the past 20 years. 

Where we do differ with the determi- 
nation made by the field committee and 
agreed to by the taxpayer, we are going to 
give the taxpayer an opportunity to pre- 
sent his case directly to the Council. We 
are not going to simply bundle up the pa- 
pers and write a letter to the field commit- 
tee and tell them to do it our way. Where 
we change an agreement, the taxpayer 
will have the opportunity of talking di- 
rectly to the men who recommended the 
change. 

Where you cannot reach an agreement 
with your local field committee, we have 
made provision in our procedure for your 
appearance before the Council. Here 
again, the Council will carefully review 
your case and be thoroughly familiar with 
the record before you are asked to appear 
in person for a conference with the Coun- 
cil. At these conferences every effort will 
be made to close the case short of litiga- 
tion in the Tax Court and everything pos- 
sible will be done to reach an agreement 
on reasonable grounds. 

While we do not contemplate setting 
up any fixed circuits for the purpose of 
holding these conferences, it is very likely 
that a substantial number of these meet- 
ings will be held in the field. Holding 
conferences in the field should certainly 
be of advantage to the taxpayers, and I am 
not going to dwell on that phase of the 
on. other than to say that it will be 
one whenever the interests of both the 
taxpayer and the Government will best be 
served. I want to point out also that field 
conferences before Council members have 
an element of advantage to the Govern- 
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ment in that they will give Council mem- 
bers the opportunity to discuss the case 
personally with the members of the field 
force who have made the examination 
and who have held the original confer- 
ences with the taxpayer. 


COMPANY OFFICERS’ TASK 


There is one other phase of the section 
722 picture that I feel I must call to your 
attention before bringing this to a close. 
That is the position in this task of the ofh- 
cials of the corporations making claims 
under section 722 and the tax practition- 
ers, both attorneys and accountants, who 
represent these claimants. All of these 


* groups have a distinct and very heavy re- 


sponsibility. This is necessarily so, since 
in the final analysis the problem relates to 
one of the basic relationships between the 
United States Government and the hun- 
dreds of thousands of citizen-stockholders 
of American business corporations. 

It is not my desire to engage in Fourth- 
of-July flag waving, but this is important. 
Each and every one of us is enjoying the 
benefits of the United States Government 
and it should not be necessary for me to 
refer you to anything more distant than 
the front page of your daily newspaper to 
bring home to you the meaning and im- 
portance of that simple statement. 

Those of you who are members of the 
accounting and legal professions have an 
additional personal obligation. You are 
licensed by your local authorities after ex- 
haustive tests of your professional knowl- 
edge and investigation of your character 
and integrity. You are permitted to per- 
form certain functions in the community 
which involve special responsibilities and 
a high degree of trust. They carry with 
them a requirement for conscientious im- 
partiality, not just lip-service to a code of 
ethics. 

I am referring especially to the large 
number of claims that were filed and 
which still have not been completed to the 
point where the Council can even begin to 
work. Some of these claims cannot be 
completed because they have absolutely 
no merit under any intelligent interpreta- 
tion of the law. They are interfering with 
the Council and they are costing the tax- 
payers money that good conscience cannot 
justify. They are delaying our work on 
good claims and are depriving deserving 
corporations of the use of money honestly 
due them. 

I want to point out to you that it is my 
personal position that no section 722 
claim has any nuisance value. While I 
have not conducted a poll of the Council 
membership on this subject, I am per- 
fectly sure, merely from my knowledge of 
the character of my associates, that there 
is not one among them who would con- 
tradict that statement. I urge you, there- 
fore, to take inventory in your own shop. 
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It will help everybody if you will live up 
to the American spirit of fair play in this 
matter and withdraw any ungrounded 
claims that you may have filed during 
the period in which your war activities 
prevented you from giving the problem 
the study that it requires. 

I do not personally blame any corpora- 
tion official or any tax practitioner who, in 
the rush of war-time activity, filed a 722 
claim in order to protect a claimant, with 
the idea in mind that a subsequent study 
of the law would be made to determine 
whether or not that claim should be com- 
pleted and prosecuted. I do, however, ob- 
ject very strongly to the continued prose- 
cution of any claim where the subsequent 
study failed to disclose any grounds at all. 
I also want to point out to you that a spirit 
of fair play puts an affirmative obligation 
upon anyone who filed one of these now- 
abandoned claims. It is not enough that 
the ball merely be allowed to roll until it 
loses its momentum. If it isn’t going any- 
where, the person who started it in mo- 
tion should pick it up and clear the alley 
for the other fellow. If you will help in 
this regard, you will be making a substan- 
tial contribution to this job. 

There is another type of claim that is 
also very disturbing to me and it is a type 
of claim about which it is difficult to talk. 
For want of a better designation I should 
like to call this the “unreasonably inflated 
claim.” I realize that the determination of 
when a claim is inflated and when a claim 
is not inflated, is a subjective matter. It is 
perfectly natural for salesmen and _in- 
ventors, for instance, to be optimistic. 
They could not make a living if they 
weren't. But what is reasonable to them is 
quite often extremely unreasonable to the 
investment banker. 

I am not asking you to take the view- 
point of the investment banker. I am ask- 
ing you to take as detached a viewpoint as 
you possibly can. I am asking you to be 
reasonable, just as you are asking the 
Council to be reasonable and just as the 
Council is advising the field committees to 
be reasonable. If your sales manager or 
client is an incorrigible optimist who 
dwells in Utopia, balance him with your 
comptroller or your treasurer and use your 
very best efforts to persuade him to elimi- 
nate any obvious inflation before you start 
serious negotiations with your field com- 
mittee. : 

The point I am trying to make in these 
concluding remarks is simply this: Com- 
missioner Nunan has taken great steps to 
meet objections raised by taxpayers; the 
Council has dedicated itself to carry out 
the Commissioner's wishes, but the only 
way that the Council can succeed is 
through your continued and sincere coop- 
eration. I believe this is no more than your 
duty as citizens and professional men and 
I assure you that the Council will meet 
you more than half way. 
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Price Controls Viewed as Threat 
To Competitive System 


Opposition to Government price con- 
trols on commodities was expressed by 
the National Association of Manufactur- 
ers as it announced publication of a mono- 
graph called “The Role of Prices and 
Price Determination in the American Pri- 
vate Enterprise System.” The association 
said the monograph was published as an 
advance chapter of a book on the enter- 
ptise system, put together by the “Eco- 
nomic Principles Commission” after a 
five-year study. While the association 
financed the book, it said it had not in- 
fluenced it ‘‘as to thought or expression.” 
A second chapter called “Profit and Loss 
in the Enterprise System” is scheduled for 
early release. 

Prices are the key element of a free 
enterprise system, the association said, 
since they determine the. continually 
changing relationships between buyers 
and sellers. 

Authors of the price study portrayed 
the system of price determination in a free 
market as “the chief instrument of eco- 
nomic democracy.” Under such condi- 
tions, it was said each individual member 
of a free econoniy “‘votes’” in favor of one 
commodity in preference to another; in 
favor of one manufacturer or distributor 
against all rivals; against a price for one 
commodity today and perhaps in favor of 
the same price tomorrow, under different 
circumstances. 

“These votes of individual consumers 
and producers constitute the warp and 
woof of the economic fabric,” the study 
says. “Primary importance is attached to 
the worth of the individual human being 
by this system, which affords him greater 
opportunity than any other to develop 
along the lines he selects for himself. Any 
restrictions in the free functioning of the 
price system would have far-reaching ef- 
fects in directing the flow of materials 
and labor into channels different from 
those which would be followed in a free 
economy. This would tend to diminish 
the flow and reduce the extent to which 
people get the things they want.” 


TYPES OF COMPETITION 


The adjustment between consumers’ 
pteferences and producers’ efforts con- 
tains three types of competition as essen- 
tial elements, the study says. First is the 
competition between sellers of goods; 
second, competition between buyers of 
goods, and third, competition between 
producing concerns for additional invest- 
ment funds. 

Concerns able to charge high prices for 
a limited time are restrained from doing 
so because the high price itself attracts 


competitors to the market, the study finds. 
It states that, on a long-term basis, low 
price, moderate profit margins and grow- 
ing volume are more profitable than tem- 
porary large profits at a high price level. 
Producers abstain from new products 
unless the expected price can both cover 
the costs of the more efficient producers 
and provide sufficient return on their in- 
vestment to enable them to compete with 
other producers in the demand for addi- 
tional capital funds, the monograph says. 


It adds that when prices are too low cap- , 


ital remains out of the production field 
and tends to withdraw investments al- 
ready made wherever such withdrawals 
are possible. 
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a guaranteed work-wage plan in depres- 
sion years like 1931 or 1932 would be 
ridiculously burdensome. It demonstrates 
very clearly that wages in the steel indus- 
try, whether guaranteed or not, depend 
on demand for steel rather than the re- 
verse. Since a major portion of steel 
production goes into capital goods of all 
kinds, a high level of steel output and 
full steel employment depend upon the 
outlook for general business among the 
industry’s customers and their willingness 
to invest in new equipment. Such invest- 
ment depends on the outlook for profits, 
interest rates, exports, and a favorable 
government attitude toward business. If 
this outlook is obscure or unfavorable, 
investment, capital goods production, 
steel production and employment of steel 
workers may be low even when consumer 
pes power is high or being raised 
y government pump priming. The best 
guarantee of high levels of employment 
and wages in the steel industry is a high 
level of demand for steel from its cus- 
tomers, and their demand in turn rests on 
the outlook for sales of their products. 
If this were not so, the depression would 
not have followed the high levels of ac- 
tivity and employment in 1929 nor 
would recovery have followed the low 
level of the thirties. 

If guaranteed wages are to be of any 
help in stabilizing ultimate purchasing 
power and business activity, the first in- 
dustries to apply the ee should be the 
stable consumers goods producers where 
it is least needed and the last should 
be steel and other capital goods producers 
where it is least likely to be effective. A 
successful widespread application of guar- 
anteed wage plans would — com- 
plete regimentation of all industry and 
complete direction of demand arising 


from all consumers and all business map. 
agements. Such a cure for business cycles 
and unstable employment is worse than 
the disease. 

It behooves the steel industry and its 
customers to study the possibilities of 
bringing about more stable business con- 
ditions in the industry, thus ensuring 
steadier employment and earnings to the 
steel worker. These possibilities would 
probably give a better answer to the prob- 
lem than fantastic contractual wage obli- 
gations that would freeze on a mote co- 
lossal scale the present unhealthy labor 
cost situation. Labor itself would have to 
accept lower wages in order that reserves 
might be accumulated for paying guaran. 
teed wages in slack periods. It would 
serve the real interest of labor better if 
every effort is made by both workers and 
management to bring about increased 
worker efficiency and increased productiy- 
ity through greater use of machines, 
Greater output, as in the past, is the surest 
way to higher real wages in the future. 
Such effort would have the hearty support 
and cooperation of capital and manage. 
ment. If the free enterprise system is to 
continue, business must oppose the pres- 
ent trend toward rigidity of payrolls. It 
is important, therefore, that individual 
companies make thorough studies of the 
economics of labor and of marketing in 
order that when new demands are made 
for increased wage rates or for guaranteed 
work and wages the possibilities and 
limitations will be clearly defined for 
management’s use in the crucial negotia- 
tions. 


“Bogus Economics” Seen as 
Source of Business Ills 


Business has lost much time in organized 
planning to win public regard for the free 
competitive system and since the end of the 
war has been blamed for all the dislocations 
and hardships resulting from abnormal con- 
ditions and from unrealistic methods employed 
by government in its attempts to cope with 
them, Lieutenant Colonel Ralph K. Strassman, 
vice-president of Ward Wheelock Company, 
declared at the dinner meeting of the annual 
conference of The Institute of Internal Au- 
ditors in New York. 

Arthur E. Hald, auditor of the Consolidated 
Edison Company of New York, was elected 
president of The Institute, succeeding Curtis 
T. Atkisson, chief accounting consultant of 
Ebasco Services, Inc. Victor Z Brink, vice- 
president of the Continental-United Industries 
Company, Inc., was chosen first vice-president; 
Harris R. Symes, The Detroit Edison Com- 
pany, second vice-president, and David B. Ma- 
thias, Bankers Trust Company, treasurer. J. K. 
Laurentz, Brooklyn Union Gas Company, was 
appointed secretary. 

Colonel Strassman, in his address, said: 


“Much time has been wasted and misdi- 
rected and sporadic effort will not avail. But 
this may well be our last chance. Here we are, 
a little more than a year after a smashing mil- 
itary victory was achieved through American 
production and organization, submitting tamely 
to the same old pushing around by the same 
old bogus-economics crowd who are still de- 
luding the public with the same old promises. 





















































S man- 
cycles 
e than 


ind its 
ies of 
S$ con- 
suring 
to the 
would 
: prob- 
2 obli- 
re co- 
labor 
ave to 
Serves 
uaran- 
would 
tter if 
rs and 
reased 
luctiv- 
hines. 
surest 
‘uture. 
Ipport 
anage- 
| is to 
- pres- 
sis Te 
vidual 
of the 
ng in 
made 
inteed 
; and 
d for 
gotia- 








The Controller, November, 1946 



































a 



































SN IS 7a 
iZ 


Q 



































Safety Apparatus for Sec Bathers, U. S. Pat. No. 262,843, 
granted 1882. Patent description supplied upon request. 









































Between the debbil and the deep blue sea 


If you’re scared of dat ol’ debbil sea, 
but still want to flex your muscles in 
the briny stuff, take a look at this 
dandy contraption. It’s got ropes, and 
wheels, and windlasses, and levers— 

Personally, we’d just as soon skip it 
—or keep right on wading in the 
kiddies’ pool. 

Man tends to shy away from com- 
plicated gadgetry, no matter how 
plausible it sounds. For common sense 
shows that a direct approach to a 
problem is often most logical. 


N.W. AYER & SON 


That would explain the wide ac- 
ceptance of a simple and speedy idea 
known as the Comptometer Check- 
and-Payroll Plan. For this unique 
payroll system sidesteps elaborate (but 
needless) processes, and does its job 
with accuracy and economy. 

If your office is engulfed in a sea of 
figures, you'll like the way this system 
shuns the headaches of involved book- 
keeping, copying and endless filing. 
It gives permanent records from the 
first posting. 


Whether your payroll is large or 
small, your nearest Comptometer 
Company representative can tell you 
why this plan works both faster and 
cheaper. The Comptometer, made 
only by Felt & Tarrant Manufactur- 
ing Co., is sold exclusively by the 
Comptometer ‘Company, 1734 North 
Paulina St., Chicago 22, IIl. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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Scanning the Controllership Scene 








A.F.L. Asks to See Employers’ Financial Books 


The American Federation of Labor has called upon em- 
ployers to show their financial books to the unions as an aid 
to collective bargaining. Last fall and winter there was a na- 
tion-wide controversy on this subject when Walter Reuther 
of the C.1.O. United Auto Workers demanded that Gen- 
eral Motors open its books. 

An A.F.L. economist, when asked how this proposal dif- 
fered from that of the U.A.W. in the General Motors strike, 
said, “We are not proposing that the books be published, as 
Mr. Reuiher did at one point in his strike. We merely want 
them to be shown to the unions.” 


Checks Taking to the Air 


Checks are taking to the air more and more every day, according 
to the latest reports of check collections being effected through air 
freight between New York and thirteen of the principal cities of 
the country. The system, developed by the Federal Reserve Bank 
of New York in June, is now being used by twenty New York City 
banks and one in Newark, New Jersey, reports the “New York 
Times.”” Over 700 pounds of checks a day, carried in asbestos and 
fibre glass containers, are flown, saving from one to two days in 
delivery time. 


Tax Court Rules on Reasonable War Profits 


Six factors influencing the determination of reasonable war 
contract profits were indicated in a recent ruling by the United 
States Tax Court, in connection with a renegotiation case. They 
are: 

1. The compensation paid executives during the period of 
the war contract as compared with their compensation in prior 
years, plus the duties, responsibilities and contributions of these 
men to the business. 

2. The amount of fixed assets and other capital risked and 
used in performing the contract. The court declared the risk 
on large government contracts during the war was “ probably 
considerably less than the risk of manufacturing for civilian use 
during peacetime.” 

3. The effect of the war business on the peacetime or com- 
mercial outlook for the company and whether its war profits 
were realized at a sacrifice of large commercial profits. 

4. What if any problems for reconversion to peacetime busi- 
ness were raised by the war business. 

5. The relationship between peacetime and wartime profits, 
sales and capital with consideration of whether the war contract 
involved a change from the type of articles manufactured during 
peacetime. 

6. The quality of the maker's performance on his war con- 
tract—production record, excellence of product, timeliness of 
deliveries, cooperation and contributions to “improve the prod- 
uct and help competitors,” economies and savings, and whether 
financial aid was received from the government. 


Budget Balance—Eventually, Perhaps, But Not Now 

The first quarterly surplus for the federal government 
in many years was announced early in October. Treasury 
figures show that the federal government took in over $119 
million more than it spent during the first three months of the 
current fiscal year, which started July 1. Despite recent as- 
surances that a balanced budget is in prospect, the quarterly 
surplus, according to one government budget expert (who 
understandably chose to remain anonymous). gives no indi- 
cation that the outcome for the entire fiscal year will reduce 


the $1,900 millions deficit forecast by President Truman, 
Among the potential expenditures during the latter quarters 
of the fiscal year are GI terminal leave pay, as well as World 
Bank and Fund commitments, among others. 


White-Collar Job Discontent Surveyed 


A recent survey by the Labor Relations Institute, New. York, 
presents 34 factors which cause white-collar workers to feel dis- 
contented with their jobs. These conditions are grouped in four 
major areas by the Institute, as follows: 


1. Inadequate grievance machinery. 

2. Poor office supervision. 

3. Insecurity and irregularity of duties. 
4, Exclusion from incentive system. 


State Income Tax Ruled a Cost Item 


State income taxes may be figured by a firm as part of its 
operating costs in making settlements of war contracts, United 
States District Judge Patrick T. Stone ruled recently in a test 
case involving Allis-Chalmers Manufacturing Co., according 
to the Associated Press. The decision was expected to involve 
every war contracting firm in states having income tax laws. 

Judge Stone declared in part, “If a franchise tax based on 
net income is allowed as an item of cost to contractors on their 
war contracts in other states, it seems in all fairness that the 
Wisconsin income tax, based on net income, should be allowed 
as a cost item to the plaintiff.” 


Business Machines—and O perators—Still Scarce 


The promise of things to come in the office equipment field, 
it was noted by controllers attending a recent business show, 
is still largely a promise, despite the best efforts of the equip- 
ment manufacturers to “deliver the goods.” And as a further 
complication to business offices and accounting departments 
there is the relative shortage of trained operators of business 
machines. One controller has reported that he has been forced 
to place increasing reliance on manual operations for which 
he can more easily obtain personnel. 


Retailers Warned Against Inventory Losses 


Retail merchandisers were warned to prepare for inventory losses 
as a result of the rise in prices and deterioration in quality goods. 
They also were advised to prepare for high markdowns on merchan- 
dise in the next six to 18 months because “competition between 
available and new items will make such action imperative” as good 
business. 

These statements were made recently by Albert Coons, vice-presi- 
dent of Allied Stores Co. before the Smaller Stores Meeting of the 
National Dry Goods Association. Mr. Coons, discussing pre-war 
principles, recalled when competitive pricing between stores, ad- 
hering to certain price lines and bargain sales, were recognized re- 
tail practices. 

While refusing to predict how soon retailers will return to these 
practices, Mr. Coons said ‘ta warning flag or two may be hoisted 
now” before the forces causing the change actually arrive. He urged 
some store managers to prepare for a buyers’ market by training 
sales people, improved merchandise display, and better advertising. 
Mr. Coons cautioned retailers against carrying over into the new 
year any Christmas merchandise, pointing out that shortages were 
being overcome and that such merchandise would be virtually 
worthless when improved goods are in ample supply. 


Printing Costs Causing Concern 


With printing costs being hiked upward, largely due to 
higher wage costs resulting from printers’ unions demands for 
increases as high as 100 per cent. in some areas, many offwes 
and accounting departments are meeting the cost challenge by 
reducing some forms, eliminating others, and reproducing ¢er- 
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tain internal forms by methods other than letterpress. Major 
publishing centers, as well as the entire printing industry, fear 
a period of depression for printers as a result of the recent un- 
precedented wage demands. 


Consumer Durable Goods Production Compared 


The following statistics on production of consumer dur- 
able goods were recently released by the federal administrator 
of civilian production : 


Prewar Monthly Rate June 1946 July 1946 
Automobiles 312,942 142,000 220,000 
Trucks 86,840 59,000 93,000 
Passenger Tires 4,200,000 5,200,000 5,100,000 
Truck and Bus Tires 1,000,000 1,200,000 1,100,000 
Refrigerators 309,000 210,000 220,000 
Washing Machines 158,000 194,000 187,000 
Radios 1,100,000 1,378,000 1,329,000 
Sewing Machines 67,000 27,000 35,000 
Vacuum Cleaners 156,000 180,000 197,000 
Gas Ranges 125,000 141,000 127,000 
Electric Ranges 47,000 46,000 57,000 
Electric Irons 380,000 559,000 502,000 


“Misunderstandings’ on Workers’ Compensation Clarified 


Reports that employers have refused to consider the hiring of dis- 
abled persons on the ground that it is either forbidden or heavily 
penalized by workmen’s compensation insurance contracts have 
prompted the Association of Casualty’and Surety Executives to send 
to United States Employment Service offices throughout the country 
150,000 copies of a booklet designed to correct what the insurance 
men call “‘misunderstandings” on the part of employers. Workmen’s 
compensation insurance rates, notes the “New ; York Times” in 
quoting the booklet, are determined by the relative hazards in the 
company’s work and its accident experience, but the contracts “say 
nothing implied or direct about the physical condition of the work- 
ers an insured may hire.” 


Termination Charge Clauses in Contracts 


Discussing the subject of pyramiding, or duplicate, orders 

and the possibility of discouraging or screening out some of 
them by termination charge clauses, Louis M. Nichols, a mem- 
ber of the Controllers Institute of America, points out that 
through recent efforts the REA has been persuaded to include 
in its new Materialman’s Contract, Form DS18R4, a termina- 
tion charge clause, which reads as follows: 
“Section 10. The Owner or the Administrator shall have the 
right to terminate this Contract at any time prior to the ship- 
ment of all Materials purchased hereunder provided, however, 
that in the event of such termination, the Owner shall pay 
the Materialman a reasonable termination charge to reimburse 
the Materialman for loss, if any, sustained by the Materialman 
because of expenses incurred and commitments made in respect 
of the unshipped Materials and provided further, however, 
where such termination is due to a price increase which, as 
determined by the Administrator, affects the feasibility of the 
Government loan, the Materialman, if the Administrator shall 
so elect, shall sell and ship to any Borrower from the Rural 
Electrification Administration designated by the Administrator 
the Materials remaining to be shipped to the Owner at the time 
of such termination.” 


Postwar Problems: “Kindergarten Work” ! 


Wartime miracles of production clearly show that America 
has ample physical assets to both build and maintain high 
levels of peacetime prosperity, says Stuart Chase in a new 
report, For This We Fought, recently issued by the Twen- 
tieth Century Fund. Looking to the years ahead, the noted 
writer on economic subjects observes: “Keeping the business 
cycle in line, providing full employment, spreading social se- 
curity to all who need it, administering the debt, easing atomic 
energy into industry—none of these tasks will be easy. But 
incomparison with the physical achievements of making 297,- 
000 airplanes from scratch, helping to beat Germany with one 
hand and Japan with the other, they are kindergarten work. 





The Controller, November, 1946 625 


... “The story ... clearly indicates that we in America 
can have anything we want in a material way, provided we 
want it badly enough to organize and discipline ourselves.” 


Tool Owners Have Rights, Too 


Free bargaining, either collectively or individually, should mean 
what it says and should apply with equal justice to the 50,000,000 
persons who own the tools of production as well as to those who 
use these tools. So declares Allen W. Rucker, organizer and presi- 
dent of the Tool Owners Union composed of men and women 
who own corporate securities, and farmers, ‘small business” and 
professional men. 


A well-stated viewpoint, it deserves more recognition, acceptance 
and action than it, unfortunately, may receive. 


Employment Rises to All-time Peak 


While government economists noted signs of another rise in 
civilian employment to a new all-time peak in September, Henry 
A. Wallace, then Secretary of Commerce, asserted the present 
situation was abnormal. He believes the country is entering an 
inflationary boom that will prove a passing phase of the transi- 
tion from war to peace. 


Latest employment figures: approximately 59 million at 
work. 


“Football Season” for Capital Values 


Capital values have become the “football of politics,” in the 
opinion of Dr. Melchior Palyi, Chicago economist, who once 
was adviser to the German Reichsbank. In a recent address, 
he said that the present period was one of “shortage economy 
—the logical follow-up to wartime inflation and the national 
debt.”’ The gradual monetization of this debt—plus new defi- 
cits, the vast accumulation of pent-up demand at home and 
abroad, all intensified by world-wide labor strife—has carried 
the inflationary boom into spiraling costs and price structures, 
he declared. “‘In this process the mechanism of supply and 
demand has lost its normal regulative function.” 


Variable Grants Expected To Grow 


Variable grants are becoming the style in federal aid programs. 
The “50-50 principle” of matching state funds with equal amounts 
of Federal money is abandoned in the new hospital aid program. 
Disagreement over variable grants almost blocked the one per cent. 
OASI tax freeze. A bill providing Federal aid to education: on a 
variable grant basis will be presented to the next Congress, in the 
opinion of the Chamber of Commerce of the United States. And 
this may well be “only the beginning”! 


Airline Operation of Terminals Under Way 


The country's airlines have decided to Operate airport termi- 
nals at a few cities in an experiment to try to improve service 
and reduce costs. The action was taken by the Air Transport 
Association, composed of thirty-three airlines, in authorizing 
formation of a corporation to carry out the project, the Asso- 
ciated Press reported. The cities will be selected by directors of 
the corporation. 

This action was in line with a recommendation by Joseph D. 
McGoldrick, former New York City controller, who directed a 
survey of airline terminal operations for the association. Mr. 
McGoldrick described present costs as high and said personnel 
was not economically employed, lobby conditions were unsatis- 
factory and service was poor. The study was conducted in Chi- 
cago, Detroit, Memphis, Peoria and Denver. 


This Accounting World! 


About 65 per cent. of the students taking business courses in one 
of our larger colleges, reports its Dean, are majoring in accounting. 
And approximately 90 per cent. of these hopeful followers of 
Paciolo have in mind the attainment, in due course, of C. P. A. be- 
hind their names. 


—PAUL HAASE 
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The 
TODD PROTECTOGRAPH CHECKWRITER 


is available again! 






The Todd Model 33 Protectograph is available again. This 
machine, equipped with automatic ribbon-inking, shreds clear, 
legible two-color amount lines into the paper. The amount-line 
imprint — indelible and unalterable— gives your bank account 
insured protection against check-raising. 

The Todd Model 33 Protecto- 
graph is equipped with forged A TODD PROTECTO- 
brass type which assures longer GRAPH CHECKWRITER: 


e speeds disbursements 
®@ saves man-hours 





wearing quality. The machine is 


mechanically guaranteed. © protedis eguinst 
: lla check-raising 
Our factory is again in full and o aunties 
unrestricted production. Send to- efficiency 
. : @ creates business 
day for complete information. prestige 











THE TODD CO., INC., Rochester 3, N. Y. 


3 Please send more information about the 
Model 33 Protectograph. I. understand this 
entails no obligation on my part whatever. 
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LETTERS 











1946 Annual Meeting Was 
“One of the Best” 


ARTHUR R. TUCKER 
Managing Director: 


“In my opinion this recent Annual Meeting 
was one of the best that The Institute has ever 
presented for its members and you as Managing 
Director should be congratulated.” 


W. H. SCHRADER 
Easy Washing Machine Corporation 
Syracuse, N. Y, 


EXPRESSES APPRECIATION 
AND COMPLIMENTS 


ARTHUR R. TUCKER 
Managing Director: 


Just a short note to express appreciation and 
compliments on the Fifteenth Annual Meet- 
ing. The New York Control and your staff 
did an admirable job in the face of uncertain 
hotel and food shortages, which leads to only 
one conclusion—‘‘The Controllers Institute 
will find the right solution.” 

It shall be the goal of the officers of The 
Cleveland Control to maintain the high stand- 
ard of professional activity and interest dis- 
played at your meeting. 

Puitip W. Scott, 
Bryant Heater Company, 
President, Cleveland Control 


ENJOYED EVERY SESSION OF 
CONVENTION 


ARTHUR R. TUCKER 
Managing Director: 


To me the Convention was a. great succéss 
for I thoroughly enjoyed every session, and I 
want to thank you and all others responsible 
for its success. 

EpwarpD S. LARKIN 
Jacques Wolf & Company 
Passaic, New Jersey 





Positions Open 











Assistant Controller 


A long-established successful company in 
the heavy goods field, requires an assistant 
controller. Heavy goods accounting expeti- 
ence preferred. Must have practical expeti- 
ence in supervising general accounting and 
procedure departments and be thoroughly 
familiar with all phases of general account- 
ing, budgetary control and systems design. 
Salary commensurate with experience and 
ability. Please furnish written resume of ex- 
perience. Address: Box 647, “The Control- 
ler,” One East Forty-Second Street, New 
York 17, New York. . 


Controller 


Large southern manufacturing company 
desires capable and experienced controller 
background and experience in all phases of 
accounting, financial budgetary control an 
taxes. Give complete details of education, 
training and past experience together with 
references and salary requirement in yout 
first letter. Address: Box 649, “The Con- 
troller,” One East Forty-Second Street, New 
York 17, New York. 
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Underwood Sundstrand Machine 
Power Saves Time Where 


Time Means Money .. . 


Thousands of man and woman 
hours have been saved in the Ac- 
counting and Payroll Departments 
of many firms through the use of 
Underwood Sundstrand Account- 
ing Machines. 

Because of the simple “10 Figure 
Key” keyboard and many auto- 
matic features, operating profi- 
ciency can be acquired quickly. 
The machine does the entire job, 
not just part of it. Many computing 
combinations are available and all 


computations are automatically 
controlled. 
The application scope of the 


Underwood Sundstrand Account- 
ing Machine is extensive . . . will 
help to speed your production 
and lower your accounting costs. 
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Read these definite Underwood Sundstrand advantages: 


Payroll Records. Your Payroll 
Sheet or Summary is prepared at 
the same time that the Employee’s 
Pay Check or Pay Statement and 
Pay Envelope is written. 


Postings to the Employee’s Earn- 
ings Record are made in original, 
not carbon impressions. When the 
forms are in the machine, all en- 
tries are completely visible. 


Dates and Pay Check Numbers are 
printed automatically. Protective 
Stars are automatically printed be- 
fore the Check amount. When de- 
ductions exceed earnings, the Pay 
Check is automatically voided. 


Gross Pay and Net Pay amounts 
are automatically computed and 
Column Totals are automatically 
printed. 


Copyright 1946 Underwood Corporation 


Underwood Corporation 


Accounting Machines ... Adding Machines . . . Typewriters ... Carbon Paper 
. - Ribbons and other Supplies. Sales and Service Everywhere. 


Accounting Machine Division - 


One Park Avenue, New York 16, N. Y. 


Government Reports. Year-to-Date 
Total Gross Earnings and With- 
holding Tax are automatically com- 
puted for Income Tax purposes. 


Quarter-to-Date Total Taxable 
Gross Earnings are automatically 
computed for Social Security Tax 
purposes. When the taxable total 
reaches $3,000, the machine auto- 
matically exempts amounts in ex- 
cess. 


Savings Bond Ledgers. The ma- 
chine can be set for any bond 
denomination. The Unapplied Bal- 
ance and the amount “To Go” be- 
fore the next bond can be purchased 
are automatically computed. 


When the Unapplied Balance 
reaches the purchase price of the 
bond, the purchase is automatically 
recorded. All bond purchases are 
automatically counted and totaled. 


A call to your local Underwood 
office will bring you, without obli- 
gation, interesting information on 
how your payroll department can 
save hours of man power and 
woman power. 
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FRIDEN... the ultimate in Calculators. 
It is easy for you to become a master 

in Figure Work, using the many exclu- 
sive features embodied in this calculating 
device. Speak with your local Friden 
Representative, learn why deliveries must 


be anticipated...then order Today! 


Friden Mechanical 
and Instructional Service is 
available in approximately 250 
Company Controlled Sales Agencies 
throughout the United States and Canada, 


FRIDEN CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT + SAN LEANDRO, CALIFORNIA, U.S.A. * SALES AND SERVICE THROUGHOUT THE WORLD 
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Position Wanted 











Financial Executive or Controller 


Financial executive with seven years of ex. 
perience in company doing 500 million dollar 
annual business, later controller nationally 
known company doing 35 million dollars, 
Age 43. Harvard Business School graduate, 
Salary $15,000-$20,000. Address: Box 651, 
“The Controller,’ One East Forty-second Street, 
New York 17, N. Y. 


Controller—Treasurer 


Member of Institute desires position with 
heavy responsibilities. Has eighteen years of 
experience as Accountant, Auditor and Con- 
troller with background in office and plant 
management in both manufacturing and whole. 
sale drug industries. Experience includes all 
phases of accounting, budgets, inventories, 
costs and taxes. Known as “Idea Man’’ in the 
conception and installation of profit-making 
systems. Has wide experience in plant layouts 
designed to cut operating costs. Administrative 
ability. Would welcome opportunity with pro- 
gressive organization in East or Southwest. 39 
years of age. Married. Salary $10,000. Address: 
Box 652, “The Controller,’ One East Forty- 
Second Street, New York 17, New York. 


Interest Rate Decline Seen 
Ended in New Fiscal Era 


The nation has moved into a wholly 
new fiscal era since the end of the war, 
Dean John T. Madden, director of the 
Institute of International Finance of New 
York University, points out in a bulletin 
entitled “How to Read the New York 
Money Market.” 

“In view of the changed fiscal policy 
of the Treasury, the stiffening of short- 
term money rates and the end of the 
decline in long-term rates, he says: 

“The student of the money market 
must not only consider the forces of sup- 
ply and demand operating in the money 
and capital markets, but also must ascer- 
tain what policies the monetary authoti- 
ties might adopt.” 

“It is easier,’ he said, ‘‘to evaluate the 
forces of demand and supply than antici- 
pate the policies of the monetary authori- 
ties, which are subject to constant changes 
and are often under the influence of the 
needs of the Treasury.” 

Noting the very great powers exet- 
cised by the Federal Reserve and the 
Treasury, he says the former can and does 
exercise a powerful influence on the 
money market through open-market op- 
erations, changing reserve and margin f¢- 
quirements, through the discount rate and 
informal directives that, as a rule, are 
voluntarily followed: by the member 
banks. 

“The Treasury,” he asserts, ‘can exef- 
cise a considerable influence over the 
money market through its refunding pol- 
icy, the type of securities it is willing to 
offer, by restricting the marketability of 
its obligations, and by shifting its de- 
posits from the Reserve banks to the com- 
mercial banks and vice versa.” 
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A NEW GUIDE FOR 


ACCOUNTING PRACTITIONERS—STAFF MEN—STUDENTS 


Questions like these 
are clearly answered: 


What responsibility does an accountant 
assume when “expressing an opinion” 
on a client's financial statement? 


May an accountant properly serve simul- 
taneously as a director and as inde- 
pendent auditor of a corporation? 


Is there any justification for contingent 
or indeterminate fees? 


May a certified public accountant with 
propriety be engaged in another pro- 
fession, business or enterprise? 


Is it permissible for a certified public 
accountant to certify a statement au- 
dited by others? 


What are the rules regarding firm names 
and the use of the designation, “Certi- 
fied Public Accountant” on stationery, 
etc., and the use of one accountant’s 
name by another? 


How may a young practitioner build a 
practice without violating the rules 
against advertising and the solicitation 
of engagements? 


If “offers of employment” are not per- 
mitted, how may a staff man improve 
his position, or an accounting firm add 
to its trained personnel? 


hy foln L. Carey 


HIS BOOK is directed primarily to young practi- 
A inca staff men, and students, but established 
practitioners and accounting firms will find it a useful 
reference book when specific questions arise concern- 
ing professional ethics. Without a proper understand- 
ing of these principles underlying the ethical rules, it is 
difficult to deal with problems involving the public in- 
terest, your clients, or relations with fellow account- 
ants that continually come up in practice. The book 
will be of special interest to controllers and other com- 
pany executives. 








PROFESSIONAL ETHICS OF PUBLIC ACCOUNTING 
does more than give the rules; it discusses and ex- 
plains them in a pratical, realistic way. An important 
feature is the illustration of these discussions by sum- 
maries of recent opinions issued by the American In- 
stitute of Accountants’ committee on professional 
ethics in response to actual inquiries. Opinions of the 
SEC and the Treasury Department are also cited when 





4 appropriate. 


136 pages — $2.00 a copy, post paid 


(Plus 2% Sales Tax if delivered in Greater New York) 


AMERICAN INSTITUTE OF ACCOUNTANTS 


13 East 4Ist Street, New York 17, N. Y. 
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War Contract Termination Record 
Defended by OCS Director Rose 


The Office of Contract Settlement, 
sharply assailed Lindsay C. Warren, 
Comptrolier General of the United States, 
late in August, for telling the Mead War 
Investigating Committee that billions of 
dollars had been “given away” in the ter- 
mination of war orders. Even before he 
had made this statement, three days be- 
fore, H. Chapman Rose, OCS director, 
wrote the Mead committee, Mr. Warren 
in effect had contradicted it. In a report to 
Congress on July 29, Mr. Rose stated, the 
Comptroller General asserted: 

““A careful analysis of the methods 
and procedures prescribed by the con- 


tracting agencies for the guidance of their 


OFFICE MACHINES BECOMING 


representatives in the settlement of ter- 
mination claims has not disclosed any ba- 
sis for criticism thereof * * *,’ 

“He further stated,’ Mr. Rose con- 
tinued, “that, in all but a few instances, 
these procedures had been followed with 
care and efficiency; that these instances re- 
sulted from the failure of individuals 
rather than of procedures; and that he 
had found no proper basis for objecting 
to the adequacy of the protection given to 
the interests of the Government.” 

Going into detail matching that of the 
War Contracts Price Adjustment (renego- 
tiations) Board as it recently denounced 
the Comptroller General’s testimony as 


Available! 





Calculators 
Typewriters 
Addressographs 
Ediphones 
Mimeographs 
Comptometers 
Dictaphones 
Multigrophs 
Bookkeeping 


Billing 


WAR SURPLUS 
OFFICE MACHINES 


The Famine is about ended! Famous 
makes of office machines, the by- 
words of efficiency, are obtainable 
now, if you contact the country’s 
leading rebuilders of this equip- 
ment. Every machine is tested and 
guaranteed to look and run like 
new. We operate nationally. Where- 
ever you are phone or write. We 


can help you now. 


INTERNATIONAL OFFICE APPLIANCES, INC. 


326-330 BROADWAY 


NEW YORK 7, N. Y. 
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“calumny” and “‘an attack on the integrity 
and judgment of Government officials and 
of industry at large,” the OCS claimed 
that the ‘‘give away” statement had “no 
foundation,” and added: 

“The figure of the $65,000,000,000 
was used by the Comptroller General to 
reflect the size of the contract settlement 
job; but it represents merely the face 
value of the canceled part of the termi- 
nated contracts. 

The three principal objectives set by 
Congress in the Contract Settlement Act 
of 1944—speed, fairness and protection 
of the Government’s interest—have been 
“fully achieved,” Mr. Rose told the Mead 
committee. 

“Within a year after V-J Day,” he said, 
“the entire contract settlement job has 
been nearly completed. 

“Of the 316,835 contracts with can- 
celed commitments of $65,200,000,000 
terminated since the beginning of the war 
program, 305,155, or 96 per cent., with 
canceled commitments of $54,200,000,- 
000, or 83 per cent., had been finally set- 
tled by June 30 of this year. 

“Of the 184,357 terminations with can- 
celed commitments of $43,800,000,000 
pending on V-J Day or terminated since 
then, 172,677, or 94 per cent., with can- 
celed commitments of $32,800,000,000, 
or 76 per cent., have been finally settled 
in the subsequent ten and one-half 
months. 

“The backlog of 11,680 terminations 
with canceled commitments of $11,000,- 
000,000 remaining unsettled on June 30 
is less, both in numbers and in dollars, 
than the settlements made during the sec- 
ond quarter of 1946.” 

In citing accomplishments of the con- 
tract-settlement program, ‘““The New York 
Times” reported that Mr. Rose touched 
on various aspects of the case of the Gats- 
son munitions combine, recently under in- 
vestigation by the committee. 

A mid-West concern, Batavia Metal 
Products, Incorporated, figured in overpay- 
ments on partial payments in contract set- 
tlement, a phase of the program to which 
emphasis had been given in some quarters 
and which was treated by the O.CS. te- 
port to the investigating committee as fol- 
lows: 

The possibility of overpayment on pat- 
tial payment was foreseen by the Contract 
Settlement Act, and penalties were pro- 
vided to meet such situations. To date, 
overpayments have happened _ infre 
quently. 

“The War Department,” Mr. Rose 
wrote, “has stated that of a total of $2,- 
000,000,000 in termination partial pay- 
ments, of which less than 25 per cent. re- 
mains outstanding, it expects difficulty in 
only five cases, including the Batavia case, 
involving a total of less than $2,000,000, 
or less than one-tenth of 1 per cent. of 
the total.” 
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’ York THE DETROIT BANK, Detroit, Michigan, has long 


uuched been a large and important user'‘of Burroughs machines. 
Gars- Iilustrated is a small section of the Detroit Bank's 
Jer in- mechanized bookkeeping department. 








Metal 
erpay- 


a Working in close cooperation with executives in all lines 
which of business, Burroughs technical representatives are 


uarters constantly alert to new trends in office routines and 
.S. fe 


procedures ... are quick to sense new or changing needs for 
as fol- 


4 DD figuring and accounting equipment. As a result, Burroughs 
sg has consistently been first in meeting such needs with 


mn pee: ig 4 ] machines of advanced design, construction and operation. 


ontract B 
dite, 


Today, more than ever before, Burroughs scientists and 
) 
infre- 


engineers are applying intensive research to the customer 
IN MACHINES requirements of tomorrow—exploring the fields of 

Bost IN COUNSEL precision manufacturing, new materials and new methods 
of $2,- IN SERVICE . .. expanding the horizon of business machine design, 
il pay- styling and application . . . combining broad vision and 
ent. fe creative thinking with seasoned judgment and experience, 
culty = to keep Burroughs first in machines . . . counsel . . . service. 
ail BURROUGHS ADDING MACHINE COMPANY - DETROIT 32 
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“He saved 


**You bet Sam Gardiner, our 
cost accountant, is an important 
person around here—with every 
man from the smallest shop straw 
boss to the President himself. A 
year ago we were all set to expand 
by launching a new product in 
addition to our regular line. The 
bill for building, tooling, labor and 
merchandising would be steep... 
but we counted on other sources 
to absorb our added costs and 


stabilize our operation. 


ee 
Tue plan looked great...on 
paper...until we checked with Sam 
Gardiner. He saved our business by 


advising us not to expand. Showed 


in 
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us cost facts we hadn’t known... 
which proved that we had overrated 
our profit potential and seriously 
underestimated expansion costs.” 
Knowing cost facts—the fresh 
facts that are trustworthy guides to 
safe, sound business operation — 
is the cost accountant’s job. That 
is why he is one of progressive 


management’s most valued aides. 


McBex is inot an accounting 
firm, but our products and methods, 
evolved in 40 years of experience, 


can help cost accountants in their 


job of garnering facts faster and 
organizing those facts speedily in 
usable and meaningful form. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
= 295 Madison Avenue, New York 17, N.Y... Offices in principal cities 

















































Plant and Equipment Expenditures 


American business, exclusive of agriculture, 
anticipated spending about $3.2 billion for new 
plant and equipment during the third quarter 
of 1946, according to the quarterly survey 
made public jointly by the Securities and Ex. 
change Commission and the Department of 
Commerce. This amount may be compared 
with $2.9 billion planned for the second quar- 
ter and actual expenditures of $2.2 billion in 
the first quarter of 1946. Of this $3.2 billion 
total approximately $2.8 billion will be spent 
by corporations, the remainder by unincor- 
porated business. In addition to the $3.2 bil- 
lion on new plant and equipment, American 
business will spend another $300 million on 
old or used plant and equipment. 

Since the beginning of 1945 there has been 
a steady increase in expenditures for new plant 
and equipment, with estimated outlays in the 
third quarter of 1946 almost twice those in the 
corresponding quarter of 1945. If the antici- 
pated expenditures on new plant and equip- 
ment for the third quarter of 1946 of $3.2 
billion actually eventuate, they would be at an 
annual rate 50 per cent. higher than the peak 
year 1941. Taking into account the substantial 
increases in prices since 1941, resulting ex- 
penditures would still be somewhat higher 
than 1941. 

Planned expenditures on new plant and 
equipment by manufacturing and mining com- 
panies in the third quarter of 1946 are esti- 
mated at $1.8 billion, 55 per cent. of the total 
amount from all industry. Of this sum, manu- 
facturing alone accounts for $1.7 billion, of 
which about 70 per cent. was planned for the 
purchase of equipment. It is interesting to note 
that railroads, utilities and commercial and 
miscellaneous companies all anticipated fairly 
sizeable increases in capital expenditures over 
the previous quarter while manufacturing and 
mining companies expec‘ed only a small in- 
crease. It should be noted that the estimates of 
expenditures by the commercial and miscella- 
neous group, which, as pointed out in previous 
releases, are somewhat less reliable than those 
for other groups, have been considerably te- 
vised for 1945 and 1946 on the basis of addi- 
tional sample data. 

During the first quarter of 1946 industry as 
a whole made 10 per cent. smaller capital out- 
lays than had been planned. Most of the dif- 
ference between actual and anticipated expendi- 
tures was attributable to a few very large 
manufacturing corporations which apparently 
were not able to obtain the requisite materials 
or encountered labor difficulties. For most 
manufacturing companies, however, there was 
comparatively little difference between actual 
and anticipated expenditures. Neither the rail- 
road nor the utility groups were able to obtain 
all of the new plant and equipment desired. 
On the other hand, actual expenditures were 
slightly in excess of anticipated expenditures 
for commercial and miscellaneous companies. 

The above analysis is based on estimates of 
new plant and equipment expenditures by in- 
dustry groups presented in the attached table. 
The basic data for this release were derived 
from reports submitted by most corporations 
registered with the Commission and from @ 
large sample of unregistered manufacturing 
companies, unincorporated as well as incor- 
porated, reporting to the Department of Com- 
merce. The data, collected during the second 
quarter of 1946, included actual plant and 
equipment expenditures for the first quarter of 
1946 and anticipated plant and equipment ex 
penditures for the second and third quarters. 
All figures presented in this release are ¢st- 
mates for the whole of American industry 
based on the sample data. 
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Guaranty Trust Company of New York 


FIFTH AVE. OFFICE 
Fifth Ave. at 44th St. 


MAIN OFFICE 
140 Broadway 


ROCKEFELLER CENTER OFFICE 
40 Rockefeller Plaza 


MADISON AVE. OFFICE 
Madison Ave. at 60th St. 


LONDON ¢ PARIS e BRUSSELS 


Condensed Statement of Condition, September 30, 1946 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers . . . . 


U. S. Government Obligations . 
Loans and Bills Purchased . . 
Public Securities . . 

Stock of the Federal esseve Bank 
Other Securities and Obligations . 
Credits Granted on Acceptances . 


RESOURCES 


Accrued Interest and Accounts Rinttrebie eee ee ae 


Real Estate Bonds and Mortgages 


Bank Buildings . . . . ° o 
Other Real Estate . ... . 
« Total Resources. .. . 


Capital . . 
Suenios Weil. 6 ee 8 ef 
Undivided Profits. . ... . 

Total Capital Funds. . . 
General Contingency Reserve . . 
Deposits ° . . . e ° . 
Treasurer’s Checks Outstanding . 

Total Deposits. . . - .« 
Acceptances . . 


$ 541,736,604.46 

















het aerate gee tr dee ae . antes: ehh 1,768,219,333.89 
eo oi Be eae: Mee We ele ee eee aw ie 716,219,359.56 
oe « © © « «© «© «© «© «§ «692,888,592.58 
SE a a eh a ee atl 7,800,000.00 
# causa) Pe icenes mie ae we Og 10,885,966.47 
° 6:2 Se ae Ok ate ates 4,825,586.82 
11,151,112.46 
a ce ic ae eS ees eM erene 1,424,945.21 
128,976,203.54 
Go UNS wh a we eee ey ee ee eee 9,055,919.19 
oe eo Oe we ie a tease 6 8, “wares 142,385.33 
Co 8G 8 ew eee 8 el oe te es SRR 
LIABILITIES 
ee ees eee ace. oe F GOCOR ONO 
er wer mae eR ee eg) On ee 170,000,000.00 
Dig) ieci rar Nery ar Pree ace 59,634,595.29 
ere 6 0 € te 6 die «0 « ¢ ¢ «6. =. Oteeenee 


$2,743,520,455.52 


38,072,186.48 


29,744,964.11 





Less: Own ‘Stianens Held for evesenees i GSE isle ele 


$ 


Liability as Endorser on Acceptances and Foreign Bills . . . . 


Dividend Payable October 1, 1946 


Items in Transit with Foreign Branches and Net Difference in 
Balances between Various Offices Due to Different Statement 


Date of Foreign Branches . . 


Accounts Payable, Reserve for Expenses, Taxes, ete. . .« . -« 


Total Liabilities... . 


e 7 . . 7 . . . 7 7 . 


2,773,265,419.63 
11,605,911.28 
6,780,324.46 
4,825,586.82 
221,629.00 


2,700,000.00 





630,550.64 
_24,999,838.11 


33,377,604.57 
$3,164,349,805.97 











Securities carried at $373, 782, 731.29 in the above Statement are pledged to qualify for fiduciary powers, to secure public moneys 
as required by law, and for other purposes. 


This Stat t includes the 





EUGENE W. STETSON 
Chairman of the Board 


GEORGE G. ALLEN Director, British - 
American Tobacco Company, Limited, 
and President, Duke Power Company 
WILLIAM B. BELL President, American 
Cyanamid Company 
F. W. CHARSKE Chairman, Executive 
Committee, Union Pacific Railroad Company 
J. LUTHER CLEVELAND President 
W. PALEN CONWAY Chairman of the 
Executive Committee 

CHARLES P. COOPER 
Executive Vice-President, 
American Telephone & Telegraph Company 
WINTHROP M. CRANE, JR. President, 
rane & Co., Inc., Dalton, Mass. 
STUART M. CROCKER President, 
Columbia Gas & Electric Corporation 





W. PALEN CONWAY 
Chairman of the Executive Committee 


WILLIAM L. KLEITZ 


Vice-President 


DIRECTORS 
JOHN W. DAVIS of Davis Polk Wardwell 
Sunderland & Kiendl 
CHARLES E. DUNLAP President, 
Berwind-White Coal Mining Company 


GANO DUNN President, The J. G. 


‘hite Engineering Corporation 
WALTER S. FRANKLIN Vice-President, 
The Pennsylvania Railroad Company 

LEWIS GAWTRY 
JOHN A. HARTFORD President, 
The Great Atlantic & Pacific Tea Company 
CORNELIUS F. KELLEY Chairman of the 
Board, Anaconda Copper Mining Company 


MORRIS W. KELLOGG Chairman of the 
Board, The M. W. Kellogg Company 


Member Federal Deposit Insurance Corporation 


and liabilities of the English, French, and Belgian Branches as of September 26, 1946. 


J. LUTHER CLEVELAND 


resident 


CHARLES S. MUNSON President, Air 
Reduction Company, Ine. 


WILLIAM C. POTTER Retired 
GEORGE E. ROOSEVELT of Roosevelt & Son 
EUGENE W. STETSON Cheirman 
of the Board 
ROBERT T. STEVENS Chairman of the 
Board, J. P. Stevens & Company, Inc. 
THOMAS J. WATSON President, 
International Business Machines Corporation 
CHARLES E. WILSON President, General 
Electric Company 


ROBERT W. WOODRUFF Chairman, 
Executive Committee, The Coca-Cola Company 
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| Reviews of Recent Publications 








Capital Market Problems 


THE REGULATION OF THE SECU- 
RITY MARKETS. By Willard E. Atkins, 
George W. Edwards, Harold G. Moulton. 
Published by The Brookings Institution, 
Washington, D. C. $2.00 

The latest book on the subject of pub- 
lic financing entitled ‘The Regulation of 
the Security Markets’ makes pleasant 
and profitable reading for anyone who is 
looking for a straightforward and con- 
cise statement of facts regarding the rais- 
ing of money and the protection of in- 
vestors. The authors, Professor Atkins of 
New York University, Professor Edwards 
of C.C_.N.Y. and Dr. Harold G. Moulton, 
President of the Brookings Institution, 
have managed to boil down into 123 
pages of good clear type a history of the 
‘development of American investment 
banking, presenting an expert statement 
of where we stand today in the evolu- 
tion of protective legislation. 

This book is the ninth in a series of 
studies covering such subjects as “Col- 
lapse or Boom at the End of the War,” 
“Post-War Fiscal Requirements,” and 
“Depreciation Policy and Post-War Ex- 
pansion.” Studies of this type should be 
published only by independent and un- 
prejudiced organizations, and the Brook- 
ings Institution is especially well equipped 
for this task. There is being written to- 


day a flood of political and social ma- 
terial containing a particular slant which 
at times amounts to outright es gw 
and it is well to stop and consider who 
the sponsors may be. The Brookings In- 
stitution devotes itself to public service 
through research and training in the so- 
cial sciences. A foreword to the present 
volume tells us. ‘‘the responsibility for the 
final determination of the Institution’s 
policies and its program of work and for 
the administration of its endowment is 
vested in a self-perpetuating Board of 
Trustees.” On this Board will be found 
such well-known names as Dr. Karl T. 
Compton, president of M.I.T.; Dr. Har- 
old W. Doods, president of Princeton; 
Vannevar Bush, Lessing Rosenwald, John 
C. Winant, Marshall Field, William R. 
Riggs (Treasurer of the Y.W.C.A. Re- 
tirement Fund) and industrialists David 
E. K. Bruce, director of the Aluminum 
Company of America, and Amery Hough- 
ton, chairman of Corning Glass. 

The book is really a report on the 
present situation as to postwar capital re- 
quirements, the machinery for carrying 
out the necessary public financing and 
some specific recommendations as to what 
should and should not be done in con- 
nection with federal and state supervision 
of the securities market. In the first of 
these considerations, the report points 
out that discussions of capital require- 
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ments have nearly always proceeded on 
the assumption that the chief factor in 
the demand for capital funds is the vol- 
ume of production. It has been almost en- 
tirely overlooked that from the point of 
view of the cash requirements of business, 
the price level and the money cost of 
operations may be of equal importance, 
For example, if wage rates and raw ma- 
terial prices should rise, say 50 per cent., 
the requirements for payroll money and 
dollar inventories, plant equipment and 
replacements would have to be increased 
in about the same proportion. Back in the 
Thirties it was not only a low volume of 
business but also low prices which served 
to cut down the overall financial require- 
ments. This Brookings report points out 
that “the capital market stagnation in the 
Thirties led many to conclude that both 
commercial and investment banking had 
had their day and that henceforth busi- 
ness would be able to obtain the bulk of 
such funds as may be required from in- 
ternal sources. This generalization must 
be modified in the light of the changes in 
financial requirements which have been 
brought about by World War II.” 
This, of course, leads up to the main 
thesis that our immediate task is to re- 
move any obstacles which prevent or even 
retard the flow of funds into new capital 
investment. Business has been hammering 
away on this point for a long time. At 
the time of Pearl Harbor numerous Wash- 
ington hearings had been held and vol- 
umes of material had been accumulated 
by the House Committee on Interstate 
and Foreign Commerce, all in an en- 
deavor to simplify and in some respects 
debunk the mass of bureaucratic regula- 
tions and policy rulings which had grown 
up around the series of federal regulatory 
laws which had been enacted between 
1933 and 1940. These laws—the Secuti- 
ties Act, the Exchange Act, the Public 
Utility Holding Company Act, the Chan- 
dler Act, the Trust Indenture Act, the In- 
vestment Company Act and the Invest- 
ment Advisers Act had received their 
stimulus in the stock market debacle of 
1929. The primary thought was, of 
course, the prevention of fraud in the 
sale of securities. The Roosevelt eta 
merely brought out and emphasized an 
underlying distrust and fear of bigness in 
economic matters. As the Brookings re- 
port expresses it, “the demand for con- 
trol over investment marketing and secu- 
rities issues was a reflection of Main 
Street’s opposition to Wall Street.” When 
the crash came there was widespread de- 
mand for punishment. As is usually the 
case, this demand did not discriminate 
between the guilty and the innocent. For 
political purposes those who cried the 
loudest were not careful to differentiate 
between losses which arose from mislead- 
ing statements and losses which were the 
result of economic conditions. 
Even in as recent a regime as that of 
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For overa year, General Foods has handled 
a nation-wide salary payroll with a Na- 
tional Payroll Machine system. Installed 
in New York headquarters, this system 
has made possible the more efficient and 
speedy preparation, writing, and distri- 
bution of salary checks. 


National Payroll Machines produce a 
payroll check showing printed figures for 
the gross amount of pay, each deduction, 
and net amount of check—the same 
printed data appears on a complete pay- 
roll summary and a detailed employees’ 


earning record. All necessary tax figures’ 


are accumulated and recorded. All entries 
areclearand legible. Inaddition, paper-size 
of the employees’ statement is reduced to 
a convenient, more easily handled unit— 
thus stationery savings are very high. 


Installed in the same offices, National 
Bookkeeping-Accounting Machines are 
used in General Food’s accounts-receivable 
procedure. Efficiency has been height- 
ened here, too. The many time-conserv- 
ing, automatic features of National ma- 
chines give them an advantage in speed; 
their simplicity makes it easy to train 


operators. Another plus—these machines 
can be used for trial balancing or other 
miscellaneous adding. 


No special system need be adopted to 
fit National machines—they are built to 
fit any system in use, meeting the needs 
of individual plant practices and methods. 
So, whether your business is large or 
small, National will probably be able to 
suggest new and better methods to reduce 
your accounting costs and increase profits. 


Let a National Representative examine 
your needs and make recommendations, 
without cost or obligation to you. The 
National Cash Register Company, Day- 
ton 9, Ohio. Offices in principal cities. 


business easier for 


View of payroll and accounts receiv- 
able installation at New York office of 
General Foods 


Ope ee 


the American businessman 
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Ganson Purcell, of the Securities and Ex- 
change Commission, we heard that gen- 
tleman state before the House Commit- 
tee: “Here we see a capital market which 
in about one decade took the investing 
public for total losses of about 93 billion 
dollars, roughly the difference between 
the high and low market values.” In very 
simple and pointed language the Brook- 
ings book points out that the use of the 
phrase “took the investing public” is it- 
self misleading. It implies that all of the 
losses of the depression period were at- 
tributable to fraudulent or misleading in- 
formation or manipulative practices. Actu- 
ally, the Purcell statement assumes that 
the all-time high of security prices in 
1929 is a true basis from which to meas- 
ure subsequent losses, but if we follow 
out the logic that all the losses of the de- 
pression period are chargeable to the cap- 
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Advice on special insur- 
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ital market, then all the gains developed 
during the boom period should be cred- 
ited to the capital market. 


How MucH PROTECTION ? 


No one will deny that the experience 
of the Twenties. revealed the necessity 
for some regulation. At the same time, in 
order to be practical, we must face the 
fact that investors cannot be protected 
against their own excesses or lack of wis- 
dom and must realize that neither laws 
nor men are wise enough to predetermine 
what is sound or unsound. The early leg- 
islation did endeavor to lay down cer- 
tain fundamental principles which were 
at the time advocated by most thinking 
people and which have since been ac- 
cepted by all. Under the 1933 legislation 
it was made clear that it is just as dis- 
honest to omit material facts from a pro- 
spectus as it is to make statements which 
are untrue. Also, that while it is necessary 
to provide penalties for those who would 
persuade a customer to buy a security at 
too high a price, it is just as reprehensible 
to persuade him to sell too cheaply. It 
was perhaps inevitable that the adminis- 
tration of these laws gave scope to the 
zeal of the reformer and provided a field 
for experiments in social theories. The 
writer can recall a conversation with an 
early chairman of the S.E.C. who ear- 
nestly wished that it was within his power 
to prevent the issuance of 314 per cent. 
debentures (this was in 1936) because 
he felt that bankers and industry were 
taking advantage of the times to foist 
low-interest securities on the public. He 
said that if he had it in his power he 
would, in addition to requiring a good 
“normal’’ coupon-rate, force the issuer to 
give a mortgage bond instead of a mere 
debenture. Such philosophy entirely over- 
looks the hard facts of supply and de- 
mand, and blandly assumes to look into 
the future and see higher interest rates 
just around the corner. One of the useful 
facts pointed out by the book under re- 
view is that the market assumptions made 
by the regulatory officials usually turned 
out to be erroneous in the light of subse- 
quent developments. 

Another theory which the Securities 
and Exchange Commission propounded 
with great seriousness was that industrial 
pension plans really amounted to a dis- 
tribution of securities (to the employee) 
and they construed the law as bringing 
such pension and profit sharing plans 
under their jurisdiction. 

As already mentioned, the war brought 
to a temporary halt the amending of the 
Securities Acts and threw into discard 
many weeks and even months of time 
spent in testifying before the House Com- 
mittee and in accumulating what must 
have amounted to tons of transcript and 
exhibits. After Pearl Harbor there were 
several efforts made both in the Senate 
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and the House to put through legislation 
which would in effect curb some of the 
authority of the S.E.C. for the duration 
of the war. It is to be hoped that a calmer 
review can now be had of all the issues 
and that the careful, painstaking work 
can be resumed which was being carried 
out under the impartial leadership of 
Representative Clarence F. Lea, Chairman 
of the Congressional Committee, and 
with the help of such earnest and vigor- 
ous committee members as Representative 
Charles A. Wolverton of New Jersey. 
When that time comes it is greatly to be 
desired that all parties will cooperate in 
an amicable effort to get the most bene- 
fit out of the present legislation and to 
take into consideration not only the prob- 
lems of “The Industry” (the name the 
investment banking field sometimes uses 
when it talks about itself), but also the 
point of view of the issuing corporation. 
The latter is, after all, the ‘‘Registrant” 
and is sometimes forgotten in these con- 
troversies although it has to file the pa- 
pers and stand responsible for them. 

The final chapter of “The Regulation 
of the Security Markets’ brings out in ef- 
fective briefness the issues as they stand 
today. It quite rightly points out that 
with the passage of time the area of dis- 
agreement has been greatly narrowed and 
that it is now generally accepted that some 
regulation is an essential safeguard to 
legitimate investment banking. Dr. Moul- 
ton and his associates now conceive the 
problem to be the removal of certain de- 
fects in legislation and the improvement 
of administrative procedures so that the 
public’s interest will be safeguarded with- 
out handicapping the legitimate opera- 
tions of the investment banking and secu- 
rity exchange system. In this final chap- 
ter the arguments are concise and the 
conclusions on each point are expressed 
in italics in one brief sentence. Space 
permits only a short summary of these 
points, which are as follows: 


1. The government should not pass 
upon the soundness of security issues. 
This conclusion refers primarily to the 
Public Utility Holding Company Act 
under which, in addition to their en- 
deavors to prevent fraud and insure ade- 
quate information, the Act authorizes the 
Commission to pass upon the soundness 
of securities and the Commission has 
exerted a decisive influence upon the 
financial and managerial policies of such 
corporations and, in effect, writes the in- 
denture and determines the provisions of 
the issue. The judgment of the Commis- 
sion is not necessarily confirmed by the 
subsequent market trend, as is pointed out 
by specific illustrations. 

2. Competitive bidding should not be 
compulsory for all types of issues. This 
section of the report gives a brief account 
of the arguments for and against com- 
petitive bidding. (Please turn to page 638) 
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~ MONTGOMERY'S 


Federal Taxes— 
Corporations and 


Partnerships 


STANDARD 


An Important Story . 


Annual issues of a working tax guide out- 

standing in authority, known everywhere, 

which for thirty years has kept 

WHAT thousands of subscribers up-to-date 
on developments. 

It gives each year, the information needed 
for that year. The continuing series gives users 
the connected story wherever tax problems in- 
volve past situations. 

Standard equipment for tax work in account- 
ing and law offices, banks and business organ- 

izations everywhere. Used by those 
WHO who have every other facility, and by 
thousands who require no other guide. 

Uniquely valuable to those who can not give 
undivided time to following taxes, but do have 
to make decisions influencing tax liability. 
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To Simpler, Faster, Better 
Handling of Tax Problems... 











SINCE 


-. da Nutshell 


For use the whole year round. For the 
service man coming back to tax work, it gives 
immediate help and foundation for 

WHEN the future. 

Unapproached for its specific rec- 
ommendations, its definite advice. By an or- 
ganization of practicing tax experts with years 

of experience in the problems of cor- 
WHY porations, partnerships, estates and 
trusts. Issued by publishers of long- 
established reputation among accountants, law- 
yers, and business men. 
Unsurpassed in convenience; economical of 
time ; inexpensive in price. 
In the short descriptions below, you can get 
the principal features of the two annual pub- 
lications of this guide. Further 


WHERE cetails on request. 


Montgomery’s FEDERAL TAXES—Corporations & Partnerships 


WHAT to watch for, what to do, on every 

aspect of these taxes; with supporting 
authority for every decision you make. It gives 
each year what is needed for that year, show- 
ing net result of all changes. For use in the 
particular case, the specific transaction, it or- 
ganizes and arranges all the reference material 
required. But by terse opinions, by taking a 
position, and by giving definite recommenda- 
tions from long tax experience, the authors 
also put what you could not otherwise get from 


Montgomery's 
FEDERAL TAXES 
—Estates, Trusts 
& Gifts 


SSUED each year for those 

who handle tax problems of 
estates and trusts. Brings up to 
date developments in applica- 
tion of the federal income tax, 
gift tax, and estate tax laws. It 
helps in expert planning to ease 
the tax burden by minimizing 
both estate and income taxes. 


elsewhere; 


both, help you do a more perfect job. 


See by Trial with 
1946-47 issues... . 


The subscription 
47 Corporations & Partnerships (2 v.) 
is $20; Estates, Trusts & Gifts $10. These 
rates are effective December Ist. But, 
if you subscribe now, you can make a 
worthwhile saving for your subscrip- 
tion will be entered at the present rate 
of $15 and $7.50 respectively. Send in 
your subscription today. 


ten times the material into these compact, 
handy volumes. 

Covers gross income and allowable deduc- 
tions; and tax determination and preparation 
of returns. It gives guidance on problems still 
important in connection with excess profits tax, 
including possible benefits. It helps continually 
in the close reasoning necessary in questions of 
taxability of income, time of its recognition, 
tax treatment of gains and losses. 


whether these federal tax annuals do 
not add something you are not getting 
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“Not only furnishes an accurate 
statement of the law on any point 
but gives the user an understand- 
ing of his problem in clear and 
concise discussions and citations.” 
—Business Executive, 

large eastern city. 


“Of inestimable value in bring- 
ing me up to date. I value them 
highly as a place where I can 
secure an answer in close ques- 
tions where tax services are fre- 
quently inadequate.” 

—Lawyer, eastern city. 


“Useful especially in these times 
when taxes are such a large fac- 
tor in practically all transac- 
tions. Easy to read and under- 
standable; saves me a lot of 

time.” 
—Corporation Treasurer, 
midwestern city. 


“Books maintain an unbroken 
record for excellence, reliability, 

and continuous improvement.” 
—Certified Public Accountant, 
eastern seaboard city. 


“Prepared with great compe- 

tence; it would be hard to run 

the office during these times 
without them.” 

—Lawyer, midwest 

industrial city. 


“More complete, better arranged, 

and therefore more readily un- 

derstandable than any other I 
have seen.” 

—Bank President, 

small city, southwest. 
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New Praise from Users 
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3. Stabilization operations are suffi- 
ciently safeguarded by present regula- 
tions. 

4. Segregation of investment banking 
functions is impractical. Very sound argu- 
ments are given in proving that brokerage 
and dealing operations should not be seg- 
regated. 

5. A most interesting section is de- 
voted to the question of private place- 
ments and the conclusion is reached that 
direct placement should be permitted but 
be subject to the same regulation as public 
offerings. 

6. This section soundly argues that it 
is unnecessary to decentralize the invest- 
ment banking system. 


Sections 7, 8, 9 and 10 are devoted to 
the question of how security legislation 
can be simplified, registration procedure 
improved, the waiting period changed 
and the liability sections clarified. Their 
conclusions are that federal security legis- 
lation should be integrated .and that sea- 
soned issues should ‘be exempt from regis- 
tration requirements. The report goes on 
to explain how the registration statement 
and the prospectus should be simplified 
and duplication in registration statements 
eliminated. Regarding the 20-day waiting 
pee they feel it is difficult to argue 

ow this could profitably be reduced but 
the report is clear that the provisions of 
the Securities Act covering solicitations 
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during the waiting period should be modi- 
fied to permit oral offers and solicitations 
before the effective date, even though the 
actual sale of securities was still pro- 
hibited. 

The final point regarding the liability 
provisions under the Securities Act points 
out some -of the confused thinking and 
recommends a single standard of civil 
liability. 

This timely volume is designed to clar- 
ify the basic problems involved in the 
regulation of the securities market. As 
stated in its preface, it summarizes in 
non-technical form the major purposes 
and provisions of the eight Acts pertain- 
ing to the security business and then con- 
centrates on the particular issues arising 
from the administration of these laws. 
The reader will find he has seldom 
packed so much interesting and practical 
material into one evening’s reading. 

Reviewed by STANLEY W. DUHIG, 

Vice-President and Treasurer, 

Shell Union Oil Corporation, 

New York. 


Concepts of Income 
READINGS IN THE THEORY OF 
INCOME DISTRIBUTION. Pub- 
lished by The Blakiston Company, of 
Philadelphia, and Toronto, Canada. 
$4.25 
This is the third of a series of vol- 
































umes published by Blakiston, contain. 
ing republished articles on economics, 
The selection of articles for the volumes, 
as well as the subject of each volume, is 
made by special committees of the 
American Economic Association with . 
the expressed hope, as phrased in the 
Preface to this volume, that “the series 
may help to lessen the intellectual 
provincialism of specialists, which, it is 
said, threatens them with having noth. 
ing in common—not even an education, 
Furthermore, despite the aridity which 
economists seem to cherish, and despite 
their affection of technical jargon and 
even of terminological monsters called 
up for the occasion, the intelligent lay- 
man will in general be able to find his 
way successfully through these collec. 
tions, to his lasting benefit if not 
delight.” 

In this book there are included papers 
and articles on the concept of income 
and distribution, the production func. 
tion and marginal productivity, wages, 
interest, profit, and rent. There is also 
an extensive classified bibliography of 
the literature on national income and 
distribution. . 

A fourth volume in the series, cover- 
ing articles in the field of international 
economic theory and policy, is now 
being developed. 

—Reviewed by PAuL Haase 
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Mertens 


The Law of Federal Income Taxation 


by JACOB MERTENS, JR. ° ° ° ° of the New York Bar 
12 Volumes including 1946 Cumulative Pocket Parts - Price $140.00 


A complete restatement of the entire field of federal income and excess 

profits taxation—directing you instantly to the applicable provisions 
of the law and the interpretations and constructions which have been 
placed upon them both administratively and judicially. 


—presenting the quickest way of finding the law, and the only way 
of finding all the law weighed personally by an expert in this field as 
to relevancy and importance. 


—giving you that peace of mind that no other means of research will 
give—the certainty that you have not overlooked other decisions in 
point. 


Kept constantly to. date by a monthly pamphlet service which cumu- 
lates into a single issue every third month. The set is also brought to 
date annually by supplemental pocket parts which fit into and become 
a part of each book. Therefore, for the latest word on the subject you 
simply follow the section, page and note number of the original text 
into the pocket part of the particular volume and down to the latest 
issue. 


In other words, you do not buy a new set annually. Your original 
investment is permanent. You have no filing problem, no intermediate 
indexes or complicated new numbers to note and remember. The full 
picture is carried forward for you from year to year as it unfolds and 
develops right down to the first of each month. It is not necessary to 
find or borrow volumes or worry about discarded material when your 
problem relates to a refund or deficiency assessment involving the 
law of a prior year; the Mertens Service, by cumulation instead of 
substitution and discarding, saves that law for you. It keeps the 
ENTIRE law always available in a single service, and always to 
date within your own current reading knowledge. 


The charge for the year’s service including Pocket Parts 
(July 1946 to July 1947) is $35.00, payable in advance 


CALLAGHAN & COMPANY 


401 East Ohio Street * Chicago 11, Illinois 





































































640 The Controller, November, 1946 
Personal Notes About Controllers 
Mr. William Herbert Carr was elected Mr. Russell M. Riggins, a member of The Mr. Floyd A. Pearce was recently elected 


treasurer of the California Packing Corpora- 
tion, San Francisco, on August 1, and at the 
same time it was announced that Mr. W. T. 
McGillivray was elected comptroller of the 
company. Both Mr. Carr, who had served as 
comptroller, and Mr. McGillivray, who was 
assistant comptroller previously, are members 
of the Controllers Institute of America. Mr. 
Carr, who was elected. a member of the 
Board of Directors of The Institute at the 
recent Annual Meeting, has also served as 
president of the San Francisco Control. In 
addition, he was recently elected a director 
and member of the Executive Committee of 
the Alaska Packers Association, and on Sep- 
tember 1 was re-appointed for a three-year 
term as associate consultant professor of ac- 
counting at the Graduate School of Business, 
Stanford University. 


Mr. Donald L. Millham has been named 
comptroller of General Electric Company, 
Schenectady, New York, succeeding Mr. John 
G. Farrar who has resigned owing to ill 
health. Both Mr. Millham and Mr. Farrar 
are members of the Controllers Institute of 
America. Mr. Millham formerly served the 
company as assistant comptroller. 


Mr. Charles Rinderle, Jr., has been elected 
treasurer and secretary of Eastern Air De- 
vices, Inc., Brooklyn, New York. A member 
of the Controllers Institute of America since 
June, 1939, Mr. Rinderle previously served 
his company as assistant to the president. 


The election of Mr. M. C. Roop as treas- 
urer of the Davison Chemical Corporation, 
Baltimore, was recently announced by the 
company. At the samp time, Mr. W. B. Mc- 
Closkey was named comptroller of the com- 
pany. Mr. Roop- will continue to hold the 
office of secretary. Both Mr. Roop and Mr. 
McCloskey are members of the Controllers 
Institute of America. It was likewise an- 
nounced that Mr. J. E. Hardesty was elected 
assistant secretary and assistant treasurer of 
the company, and Mr. F. J. Griffin was ap- 
pointed assistant comptroller. 


- Mr. Paul R. Enright, a charter member of 
the Portland Control of The Institute, was 
recently transferred to the office of the Cali- 
fornia-Pacific Utilities Company in San Fran- 
cisco. Previously Mr. Enright served as secre- 
tary and treasurer of the Eastern Oregon 
Light and Power Company, Baker, Oregon. 


Mr. Leith V. Watkins, secretary-comptrol- 
ler of Panhandle Eastern Pipe Line Company, 
New York, was elected chairman of the Ac- 
counting Section of the American Gas Asso- 
ciation at its recent annual convention in At- 
lantic City. A member of the Controllers In- 
stitute of America since January, 1938, Mr. 
Watkins has been an officer of his company 
since 1931. He was recently transferred to 
the New York headquarters of the company 
from Chicago. 


Mr. Charles Ondrick was recently ap- 
pointed controller and assistant treasurer of 
the Sperry Corporation, New York. Mr. On- 
drick, who was elected to membership in the 
Controllers Institute in August, 1946, was 
formerly a supervisor on the staff of Ly- 
brand, Ross Bros. and Montgomery, New 
York. 


Institute and controller of Parke Davis and 
Co., Detroit, returned to his office early in 
October following a period of recuperation 
resulting from a fall, early in September, in 
which he suffered the fracture of the first 
lumbar of the vertebrae. 


Mr. Peter Guy Evans spoke on the work of the 
Excess Profits Tax Council at the New School 
for Social Research, New York, recently. His 
talk led off the fifth annual symposium on 
federal taxation in which leading tax authori- 
ties take part. Mr. Evans, a member of the 
Controllers Institute, is one of the 15 mem- 
bers of the Excess Profits Tax Council. 


Mr. R. E. White, formerly assistant treas- 
urer of the Bridgeport Thermostat Company, 
Bridgeport, Connecticut, has been named as- 
sistant treasurer of The Torrington Company, 
Torrington, Connecticut. Mr. White served as 
president of the Bridgeport Control of The 
Institute during the 1943-1944 term. 


H. D. Greeley Named to Excess 
Profits Tax Council 
Appointment to the Excess Profits Tax Coun- 


cil of Harold Dudley Greeley, New York at- 


torney, was announced late in September by 
Charles D. Hamel, chairman of the Council. 
Mr. Greeley, who has served the Controllers 
Institute of America on numerous occasions 
on legal matters, was formerly a professor of 
taxation at New York Law School, extension 
lecturer on taxation at Columbia University, 
and has also lectured at the School of Com- 
merce of New York University. In addition, 





Mr. Greeley 


Mr. Greeley was director of accounting in- 
struction at Pace Institute, New York; organ- 
izer and co-director of the Arbuckle Institute 
of Accounting; and vice-president of the Wal- 
ton School of Commerce. 

An article on the administrative problems 
of the Excess Profits Tax Council by the Coun- 
cil’s chairman, Mr. Hamel, appears in earlier 
pages of this issue of THE CONTROLLER. 


treasurer of The Torrington Company, Tor. 
rington, Connecticut. A member of the Con- 
trollers Institute of America since November, 
1937, and holder of Certificate No. 1003, Mr, 
Pearce previously held the position of assistant 
treasurer of the company. Mr. Pearce was pres- 
ident of the Hartford Control of The Insti. 
tute during the 1942-1943 term. 


At the annual meeting of the North & Judd 
Manufacturing Company, New Britain, Con- 
necticut, Mr. Eugene P. Borkowski, second 
vice-president of the Hartford Control of The 
Institute, was elected a member of the Board 
of Directors of the company, with which he 
has been connected for 28 years. In 1944 Mr. 
Borkowski was elected treasurer of the com- 
pany, which he had served earlier in the ca- 
pacity of plant auditor and cashier. 


Mr. W. M. Brown, auditor of The Robinson . 


Clay Product Company, of Akron, Ohio, was 
scheduled to leave New York by clipper plane 
on November 2 for Puerto Rico, where he is act- 
ing as consultant at the invitation of the Puerto 
Rico Clay Products Corporation in establishing 
production and cost control methods for the 
Puerto Rican company’s new plant. Mrs. Brown 
accompanied him on the trip. They are expected 
to return to Akron on December 1. Mr. Brown, 
who is chairman of the Committee on Education 
for the Cleveland Control, and a member of the 
National Committee on Education of the Con- 
trollers Institute of America, has served for sev- 
enteen years as auditor of the Robinson Clay 
Product Company. 


Mr. Charles L. Jones, a member of the Phil- 
adelphia Control of The Institute, has been 
elected treasurer and assistant secretary of the 
Alan Wood Steel Company, Philadelphia, and 
of its subsidiaries. Mr. Jones will continue to 
have supervision of all controllership func- 
tions of the company. 


Mr. Charles W. Tucker is now associated 
with Lehn & Fink Products Corporation, New 
York. A member of the Board of Directors 
of the New York City Control of The Insti- 
tute, Mr. Tucker was previously associated 
_ the Childs Company, New York, as con- 
troller. 


Mr. Reuel O. Launey, auditor of Consoli- 
dated Edison Company of New York, Inc., 
since 1941, retired from that post October 1 
under the provisions of the company’s retire- 
ment program. He was succeeded by Mr. At- 
thur E. Hald, manager of the company’s audit- 
ing department since 1941, who was recently 
elected president of The Institute of Internal 
Auditors. Mr. Launey, a member of the Con- 
trollers Institute since September, 1934, and 
holder of Certificate No. 386, began his util- 
ity career in 1900. He became auditor of the 
Brooklyn Edison Company in 1921, and in 
1938 was elected an associate controller of 
Consolidated Edison, continuing as auditor of 
the Brooklyn company. Mr. Launey is also 4 
member of the United States Chamber of Com- 
merce, Brooklyn Chamber of Commerce, Flat- 
bush Chamber of Commerce, Long Island As- 
sociation, Nottingham Association, the Elec- 
trical and Gas Association of New York, and 
is a charter member of the Institute of Internal 
Auditors. 
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Positions Wanted 











Assistant to Controller 

Desire position in controller’s office or ac- 
counting department, preferably as assistant 
to controller. Nine years with present com- 
pany as head of accounting department, office 
manager, and credit manager. Present em- 
ployer a midwest manufacturing company. 
Age 34, married, two children. Salary $5,000. 
Address: Box 626, “The Controller,’’ One 
East Forty-Second Street, New York 17, New 
York. 


Controller, Assistant Treasurer 

Executive accountant desires position as 
controller, treasurer or assistant to either. 
Well qualified in accounting, management 
and internal control. Past experience with 
manufacturing, engineering, construction and 
insurance companies. Prefer New England lo- 
cation where position offers future possibili- 
ties. Age 38. Present salary $7,500. Address: 
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Box 640, ‘“‘The Controller,” One East Forty- 
Second Street, New York 17, New York. 


Controller or Assistant to Major. Executive 

Controller, or assistant to major executive, 
is available immediately for heavy assign- 
ment. Must be sound progressive firm with 
congenial environment. Experience consists 
of twenty years on controller’s functions with 
large national firms. Has tact, perseverance, 
vision, ingenuity. Is capable organizer and 
efficient administrator; modern methods. 
Supervise general and cost accounting, au- 
dits, budgets, economic surveys, systems, pro- 
cedures and manuals, “trouble shooting,” 
plant contacts, personnel relations, govern- 
ment regulations, insurance, taxes. Educated 
in accounting, finance, law (B.A. Harvard), 
member Controllers Institute of America. 
Age 43, married, excellent health. Resumé 
available. Address: Box 641, ‘The Control- 
ler,’ One East Forty-Second Street, New 
York 17, New York. 


Administrative Executive 

Member of Controllers Institute, thirty- 
seven years of age; married, is seeking key 
position as secretary-treasurer, controller or 
comparable administrative post with progres- 
sive manufacturer, preferably in east. With 
seventeen years sound, practical experience 
in all phases finance, accounting and manage- 
ment in executive capacity, and proven ad- 
ministrative ability, is capable of assuming 
heavy responsibilities, well qualified to ad- 
minister management policies, supervise sys- 
tems and internal controls, prepare and inter- 
pret financial, operating, budgetary reports; 
has wide acquaintance in industry, banking 
and government bureaus. Presently engaged 
as officer with prominent manufacturer em- 
ploying over 17,000. Available within thirty 
days. Salary secondary to opportunity for fu- 
ture security with stable organization. Ad- 
dress: Box 642, “The Controller,’ One East 
Forty-Second Street, New York 17, New 
York. 


Controller—Office Manager 

Eighteen years administrative experience 
in general and cost accounting. Office Man- 
agement. Personnel. Systems and Methods. 
Age 50. B.S. and M.S. University of Pennsy]l- 
vania. Salary $8,400. Address: Box 643, ‘“The 
Controller,’ One East Forty-Second Street, 
New York 17, New York. S 


Controller 


Sixteen years’ diversified cost accounting ex- 
perience in metal working and chemical man- 
ufacturing industries, also general, branch and 
sales accounting. Consultant and specialist in 
methods and procedures and in production and 
inventory control. Thorough knowledge of 
I.B.M. tabulating equipment. Experience in- 
cludes full responsibility for accounting func- 
tions, cost and sales analysis, budgeting and 
management. Able to organize departments and 
schedule reports and statements on a current 
basis. New York University; major in ac- 
counting; extension work at Cornell Univer- 
sity in factory management. Married, one child, 
age 35. Prefer to locate outside of metropol- 
itan area. Address: Box 644, ‘The Controller,” 
One East Forty-Second Street, New York 17, 
New York. 


Executive Accountant—Assistant Controller— 
Budget Director 

Industrial executive available with twenty- 
four years in accounting, industrial engineering 
and merchandising fields. Presently with large 
Detroit manufacturer as supervisor of factory 
accounting, systems and administrative controls. 
Experience has included assignments as exec- 
utive accountant, assistant controfler, chief in- 
dustrial engineer, systems engineer, budget 











Controller-Administrative Executive- 
Consultant 


Controller and administrative execu- 
tive with 27 years service in highly spe- 
cialized manufacturing company reach- 
ing retirement status under company 
| pension plan desires to continue his | 

usefulness to industry. Sound judgment | 
comes from knowledge and mature | 
years of experience. Will consider a 
| position as controller or consultant and 
| adviser to train future executive per- 

sonnel from staff of younger men. 

Experience covers organization, sys- 
temization, accounting and standard 
cost controls, auditing, budgeting, in- 
ventories control, financial statements 
interpretation to management, taxation, 
insurance, preparation of and issuance | 
| of standard practice manuals, personnel | 
| relations and the ability to hold the 
confidence of the general staff. Reorgan- 
ized subsidiary company in Germany, 
during twelve years of employment 
with previous affiliation as General 
Auditor, from loss to profit operations. 

Address Box Number 650, THE 
CONTROLLER, One East Forty-Sec- 
ond Street, New York 17, New York. 











director, factory accounting supervisor, merchan- 
dising analyst, methods engineer, and tool de- 
signer. Have designed, installed and supervised 
operation of systems for accounting, standard 
costs, production control, wage incentive, budg- 
ets, machine distribution and inventory control. 
Have selected, trained and supervised skilled, 
technical and clerical personnel and can draw 
out cooperation and loyalty. Have a college 
education, good health. Protestant faith, and 
am 46. Location open, salary commensurate 
with experience and responsibility. Address: 
Box 645, “The Controller,” One East Forty- 
second Street, New York 17, New York. 


Financial Executive—Assistant Controller 


A certified public accountant with exten- 
sive experience in public accounting field, 
seeks position with a private corporation. 
Age 38, married, college graduate. Prefers 
to locate in vicinity of New York. Minimum 
salary of $7,500 required. Address: Box 646, 
“The Controller,” One East Forty-Second 
Street, New York 17, New York. 


Treasurer—Controller 

Experienced executive in corporation con- 
trol, management and organization desires 
new connection with firm that believes in 
modern management methods. Excellent edu- 
cational background and practical experience 
in control and analytical accounting, finance, 
systems, costs, budget, taxes and personnel 
management. Capable of assuming large te- 
sponsibilities and can handle authority with 
judgment. Can furnish highest references, 
Institute member. Minimum salary $21,000. 
Address: Box 648, “The Controller,” One 
East Forty-Second Street, New York 17, New 
York. 


Financial Public Relations Featured 
By, “The Journal of CAPITAL” 


Following 42 years’ publication as the na- 
tional journal of trustee interests, “Trusts and 
Estates” is adopting a new color cover featut- 
ing its former subtitle, ‘The Journal of Capi- 
tal.” This is coincident with the introduction 
of the first regular magazine department to 
published on Financial Public Relations, and 
will inaugurate a series of special studies am 
articles on “Community Relations for Industry 
and Finance.” 
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Perhaps a startling thought at first. 

But the fact is that many firms with a hundred or 
more employees do have their payroll data and related 
tax work done by the Recording and Statistical Cor- 
poration. 

And the more you know about this plan, the more 
interesting, and wonderful, Payroll Service becomes. 


Your problem 


Making up a payroll today is a real headache. And 
more often than not, preparation costs are very high. 

We will take over your payroll problems. All of 
them. We will do your payroll operations on modern, 
high-speed punch card equipment. And all the work 
is double-checked by bank standards. 


We will provide you with checks ready for your sig- 
nature . . . lists of employee deductions . . . complete 
payroll registers . . . tabulations of taxable earnings 
... labor distribution sheets ... and all the other 
reports you may require. 


Strictly confidential 


All your reports passing through our offices are con- 
fidential, The complete confidence of our clients is 
the very lifeblood of our organization. We have been 
preparing confidential statistics for many of America’s 
leading companies for more than forty years now. 
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Other Services for you 


We will prepare for you statistical reports of most 
every type. Examples: Traffic Studies. Sales Analyses. 
Price Studies. Public Utilities Bill and Rate Analyses. 


Inventories. Personnel Statistics. 


Send coupon for data 


Fill in the coupon below and we will send you an 
informative booklet, ‘‘Payroll Service,” that will give 
you more detailed facts concerning this wonderful 
service. We will also be glad to answer inquiries con- 
cerning our statistical tabulating services. 


Ccitmmce AND STATISTICAL CORPORATION dT 
102 Maiden Lane, New York 5, N. Y. | 
Yes! ( ) We would like to have further details on the Payroll 
| Service Plan. Please send free brochure. ( ) We would like 
more information regarding your statistical tabulating service. 
| WARE koa wes od non cbigawctcs tualbencte td dpuaitabeeanies aaa ase | 
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INSTITUTE ACTIVITIES 








New Orleans Control Activates Year's 
Program; Names Binnings President 


The current program and activities of the Con- 
trollers Institute of America and their relation- 
ship to today’s controllership trends and prob- 
lems were discussed at the October 15 meeting 
of the New Orleans Control of The Institute, at 
the Hotel Roosevelt, by Mr. Paul Haase, assist- 
ant secretary of The Institute and managing edi- 
tor of “The Controller.” President C. P. Bin- 
nings, of the Control, was chairman of the 
meeting, which likewise developed plans for the 
future activity of the Control. 

The first fall meeting of the New Orleans 
Control was held on September 24, in the Pan 
American Room of the Hotel Roosevelt. Mr. 
Joseph Samuel, controller of the Hotel Roose- 
velt, had the Control members as his personal 
guests at a very delicious dinner, prepared in 
typical New Orleans manner. The previous 
regular monthly meeting had been postponed 
so the election of officers and directors was held 
at this meeting, with the following results: 

C. P. Binnings, H. G. Hill Stores, Inc., Presé- 
dent; J. M. Stonnell, Copolymer Corp., in 
Baton Rouge, First Vice President; A. A. Rob- 
ert, C. T. Patterson Co., Inc., Second Vice 
President; W. P. Stich, Leon Godchaux Cloth- 
ing Co., Secretary-Treasurer. 

Directors are E. E. Meredith, Gulf Enter- 
prises Inc.; A. E. Elliott, Louisiana Power & 
Light Co.; S. M. Smallpage, New Orleans Pub- 


lic Service, Inc.; John R. Fincher, Baton Rouge, 
La.; Julian K. Whanger, Higgins Industries; 
James A. Ryan, Wesson Oil and Snowdrift Co., 
Inc.; and Joseph Samuel, New Orleans Roose- 
velt Corp. ; 

A general discussion of the affairs of the 
Control followed the election of officers. It 
was decided that regular monthly meetings 
would be held on the third Tuesday of each 
month. A definite goal of ten new members 
for the 1946-47 year was fixed and the new 
Membership Committee was assured full coop- 
eration of all members. 

In addition to the above officers and direc- 
tors, the following are members of the New 
Orleans Control: J. F. McDonald, D. H. 
Holmes Co., Ltd.; Ben C. Moise, Maison 
Blanche Co.; T. A. Hambv, American Creosote 
Works, Inc.; Dr. Arthur G. Keller, Louisiana 
State University, Baton Rouge; H. C. Teasdel, 
The California Co. 

Committee appointments by President Bin- 
nings included the following: Program: A. E. 
Elliott, chairman, James A. Ryan, Joseph Sam- 
uel. Membership and Admissions: A. A. Rob- 
ert, chairman, T. A. Hamby, J. F. McDonald. 
Nominating: Ben C. Moise, chairman, J. F. 
McDonald, S. M. Smallpage. Axditing: John 
R. Fincher, chairman, Julian K. Whanger. Pub- 
licity: W. P Stich, chairman, E. E. Meredith, 
J. M. Stonnell. 
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Answers to Questions 
of 


Controllers— Financial Officers 


Six newly published pamphlets of the Controllers Institute pro- 
vide information that is of timely significance to corporate officials, 
particularly controllers and financial executives. The subjects covered 


“Controllership Problems in Distribution” 

“The Controllers Interest in Public Relations” 

“Fiscal and Economic Problems and Policies” 

“The Controllers Institute: Then, Today, and Tomorrow” 
“The Search for Social Security” 

“Controllers’ Reports to Top Management” 


Available NOW at 50c each. Please send remittance with order. 
Paper Restrictions limit the number of copies—please order early. 


Published by 
CONTROLLERS INSTITUTE OF AMERICA 


New York 17, New York 
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Heads New Orleans Control 





C. P. Binnings 


At its first meeting of the current year, held 
on September 24, the New Orleans Control 
of The Institute chose Mr. C. P. Binnings, 
secretary-treasurer of H. G. Hill Stores, Inc., 
New Orleans, as president. Mr. Binnings, who 
was a charter member of the New Orleans 
Control when it was organized early in 1944, 
is a member of the New Orleans Association 
of Commerce and has served his present com- 
pany for 21 years. Educated in Louisiana 
schools, he was connected with a firm of sugar 
cane planters and manufacturers prior to serv- 
ice in World War I, during which he served 
principally as instructor in various officers’ 
training camps. He returned to his previous 
company, J. N. Pharr & Sons, as assistant man- 
ager of a large rice and cane plantation after 
his war service, and then in 1920 became con- 
nected with a. New Orleans concern in the 
foreign freight forwarding business, following 
which he served for 3 years with Ernst & 
Ernst, certified public accountants, as senior 
accountant. f 

An ardent salt water fisherman, Mr. Bin- 
nings turned his efforts in 1943 to victory 
vegetable gardening, and in 1945 was awarded 
the grand prize in the New Orleans Victory 
Garden Contest. 


Cleveland Control Organizes Employment 
Clearing House 


A committee to provide a clearing house of 
controllers or assistant controllers seeking po- 
sitions and for firms in need of such executives 
has been appointed by Philip W. Scott, presi- 
dent of the Cleveland Control of The Institute. 
Called the Controllership Opportunities Com- 
mittee, its chairman is Mr. M. W. Thernes, Set: 
retary and treasurer of the Ohio Public Service 
Company. A bulletin has been sent to the mem- 
bers of the Cleveland Control informing them 
that this new committee will be* pleased to 
render whatever service is possible and that its 
effectiveness will be in direct proportion to the 
information submitted to it. Members will send 
in writing to the chairman any data along this 
line, which, whenever it appears desirable, will 
be circularized among the entire membership of 
the Control. 
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**Group Permanent” is a new employer-employee benefit plan pioneered by 
Pp ploy ploy pian p y 
rf Continental. “Group Permanent,” combining insurance with a retirement 
mB income at age 65, provides an ideal pension plan for employee groups of 50 
‘anings, or more. This is an example of the many unusual advantages offered by 
he =~ Continental which are not common to many life insurance companies and 
Orleans are superior to most privately administered plans. Get the full Continental 
1 1944, ° : 
cia , story before you decide on your employer-employee program. Continental 
it com- offers complete integrated programs and programs custom-built for your 
o P gr progr progr y 
pps needs. Get detailed information in two convenient booklets. Mail the cou- 
0 sae pon now. No obligation. 
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MEETINGS OF CONTROLS 








ATLANTA 
Topic: INSURANCE 
“Trends in Business Insurance” were ana- 
lyzed by W. E. Harrington of Spratlin, Har- 
riagton & Thomas, at the October 22 meeting 
of the Atlanta Control at the Piedmont Hotel. 
Mr. Harrington has served two terms as presi- 
dent of the Atlanta Chamber of Commerce 
and is also a past president of the National As- 
sociation of Insurance Agents. He held the 
rank of colonel, during wartime, while serving 
with the Renegotiation Division of the Army 
and the Price Adjustment Board in Washing- 
ton, D. C. 


BOSTON 
Topic: FISCAL POLICIES 
Mr. Elwyn E. Mariner, research director, 
Massachusetts Federation of Taxpayer Asso- 
ciations, was the speaker at the October 8 
meeting of the Boston Control, held at Put- 
nam and Thurston’s Restaurant, Boston. The 
subject of Mr. Mariner’s presentation was 
“State and Local Fiscal Policies.” 


BRIDGEPORT 
Topic: BUDGETING 
The Bridgeport Control held its October 
2 dinner meeting at the University Club in 
Bridgeport. The meeting featured a round 
table discussion on “Budgeting Under Pres- 
ent Conditions.” F 


BUFFALO 
Topic: GROUP INSURANCE 
The October 8 meeting of the Buffalo Con- 
trol was held at the Park Lane Hotel and fea- 
tured an address by Mr. James Conwell of 
the Metropolitan Life Insurance Company. 
Mr. Conwell spoke on ‘Group Insurance and 
Industrial Relations; and Trends and Devel- 
opments in Group Insurance.” 


CHICAGO 
Topic: COSTS OF BUSINESS 


The Chicago Control held its October 18 
dinner meeting at the Chicago Athletic Asso- 
ciation, the speaker for the occasion being Mr. 
Leo Cherne, executive secretary of The Re- 
search Institute of America, who presented his 
observations on ‘“The Costs of Business.” Mr. 
Cherne is well known as an author, news’ ana- 
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lyst and radio commentator. Mr. Thomas P. 
Carley, Reliance Manufacturing Company, 
Chicago, served as chairman of the meeting. 


CINCINNATI 
Topic: FORECASTING 
A round table discussion was the feature 
of the October 8 meeting of the Cincinnati 
Control, which was held at the Alms Hotel. 
The subject presented was ‘Forecasting of 
Sales and Expenses Under Present Day Con- 
ditions.” Mr. Lisle W. Adkins, who is a 
member of Controllers Institute and control- 
ler of The Crosley Corporation, Cincinnati, 
acted as discussion leader. 


CLEVELAND 
Topic: CONTROLLER’S RESPONSIBILI- 
TIES 
The Cleveland Control held its October 8 
dinner meeting at the Cleveland Athletic 
Club. Mr. Richard Paget, a member of the 
firm of Cresap, McCormick and Paget, New 
York, addressed the meeting on the subject 
of “Tomorrow’s Responsibilities of the Con- 
troller.” 


DALLAS 
Topic: PRODUCTION CONTROL 
The Dallas Control held its October 22 din- 
ner meeting at the Texas Hotel, Fort Worth. 
The meeting featured a discussion by Mr. 
George A. Jaggers, assistant to the president 
of Hobbs Manufacturing Company, Fort 
Worth, on “Production Control.” 


DAYTON 
Topic: SECURITIES 
Mr. Robert Hunter, partner of Hunter, 
Prugh, Ball and Davidson, Inc., Dayton, ad- 
dressed the October 10 dinner meeting of the 
Dayton Control on “Different Types of Secur- 
ities and Their Uses.” The meeting was held 
at the Van Cleve Hotel. 


HOUSTON 
Topic: SOCIAL SECURITY 
The Houston Control held its October 22 
dinner meeting: at the Houston Club. Mr. 
Joseph K. Wells; assistant director of the 
Texas Unemployment Compensation Com- 
mission, presented his observations on ‘‘Cur- 
rent Issues and Problems of Social Security 

Legislation.” 


HARTFORD 
Topic: BUSINESS SITUATION AND OUT- 

LOOK 

The Hartford Control held its October 3 
meeting at the Elm Tree Inn, Farmington. 
The highlight of the meeting was an address 
by Mr. Howard R. Bowen, economist for the 
Irving Trust Company, New York, on the 
subject of “American Business: Current Situ- 
ation and Outlook.” Mr. Bowen is well- 
versed on economic trends, having been a 
member of the economics faculty of the Uni- 
versity of Iowa for nine years. During the 
war he served as chief economist for Con- 
gressional tax committees in Washingtcn, 
and for the past year has been associated 
with the Irving Trust Company. 


INDIANAPOLIS 
Topic: EXPORT FINANCING 
The Indianapolis Coutrol held its Septem- 
ber 26 meeting at the Delaware Country 
Club, Muncie, Indiana. The program con- 


sisted of luncheon, golf and dinner and fea. 
tured an address by Mr. Joseph Waymire, 
Eli Lilly and Company, who spoke on the 
subject of “Export Financing and Western 
Hemisphere Corporations.”’ 


LOUISVILLE 

Topic: UNIVERSITY OF LOUISVILLE 

Mr. Fred H. Stamm, controller and acting 
president of the University of Louisville, 
discussed ‘Plans of the University of Louis. 
ville for the Future” at the September 25 
meeting of the Louisville Control, held at 
the Kentucky Hotel. 


NEW YORK CITY 
Topic: BUDGETING 
Mr. Frank Klein, vice-president and di- 
rector of budgets, Worthington Pump and 
Machinery Corporation, Harrison, New Jer- 
sey, was the speaker at the October 10 dinner 
meeting of the New York City Control, 
which was held at the Hotel New Yorker, 
Mr. Klein, a member of Controllers Institute, 
chose as his subject, “Budgeting During 
Changing Price Levels.” 


PITTSBURGH 
Topic: STATE TAXES 
“Proposed Changes in State Taxes and the 
Fiscal Outlook for Pennsylvania” was dis- 
cussed by Dr. Leonard P. Fox at the October 
21 dinner meeting of the Pittsburgh Control. 
Dr. Fox is general secretary of the Research 
Bureau of Pennsylvania State Chamber of 
Commerce, Harrisburg. 


PORTLAND 
Topic: INSURANCE 
The October 18 dinner meeting of the Port- 
land Control was held at the Old Heathman 
Hotel. The meeting featured a talk by Mr. Jay 
E. Stout, assistant manager of General Ap- 
praisal Company—Portland Division, who dis- 
cussed his views on “Industrial Appraisals— 
Insurance Revaluations.” 


QUAD-CITIES 
Topic: PERSONNEL 
Mr. F. E. Hewitt, personnel manager of 
Clinton Industries of Clinton, Iowa, ad- 
dressed the October 3 dinner meeting of the 
Quad Cities Control on the subject of “Func- 
tions of the Personnel Department and How 
it Helps to Improve Management and Em- 
ployee Relations.’”’ The meeting took place 
at the Lafayette Hotel, Clinton. 


SAN FRANCISCO 
Topic: WAGE ADMINISTRATION 
The San Francisco Control held its October 
17 dinner meeting at the St. Francis Hotel. The 
speaker was Mr. Forrest D. Wallace, president 
of F. D. Wallace & Associates, Inc., who gave 
his predictions on “Wage Administration.” 


SEATTLE 
Topic: PENSION AND PROFIT-SHAR- 
ING PLANS 
Mr. A. R. Kehoe, a member of the firm of 
Jones and Bronson, attorneys, addressed the 
Seattle Control at its September 26 dinner 
meeting, held at the Washington Athletic Club. 
The subject of Mr. Kehoe’s speech was “Pen- 
sion and Profit-Sharing Trusts, and Tax Angles 
Incident Thereto.” 
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SPRINGFIELD 
Topic: BUDGET PRACTICES 
Mr. E. J. Wipfler, a member of the Control- 
lers Institute, and budget director of Mon- 
santo Chemical Company, St. Louis, discussed 
“Forecasting and Budget Practices of Mon- 
santo” before the Springfield Control, on the 
occasion of their October 15 meeting, at the 

Hotel Sheraton. 


SYRACUSE 

Topic: CONTROLLER’S PREPARATION 

‘A Controller's Preparation for the Future” 
was the subject discussed by Mr. Douglas 
Drummond, trust representative, The First 
Trust and Deposit Company, before the mem- 
bers of the Syracuse Control. The dinner meet- 
ing, held at the Onondaga Hotel, took place 
on October 15. 


TOLEDO 
Topic: ANNUAL MEETING 


The Monday, Tuesday and Wednesday ses- 
sions of the recent Fifteenth Annual Meeting 
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of the Controllers Institute of America, held 
in New York, were discussed respectively by 
the following members of the Toledo Con- 
trol: Mr. Edmund L. Stewart, Sandusky Foun- 
dry & Machine Co., Sandusky; Mr. Lemuel L. 
Hawk, The Aro Equipment Corporation, 
Bryan, and Mr. James B. Fenner, Electric 
Auto-Lite Company, Toledo, at the October 
10 meeting of the Control, held at the Hotel 
Secor. Mr. E. P. He‘les, Surface Combustion 
Corporation, Toledo, program chairman of 
the Control, outlined a presentation on the 
subject of controllers’ reports to management, 
stockholders, and the general public. 


TWIN CITIES 
Topic: BUDGETS 
Mr. H. T. McAnly, resident partner of the 
Chicago office of Ernst and Ernst, certified 
public accountants, discussed “Budgets” at the 
October 1 dinner meeting of the Twin Cities 
Control. The meeting was held at the St. 
Pavl Athletic Club. 


Practical 


Employee Benefit 


Programs 


A Retirement or Profit-Sharing plan 


might be highly beneficial to one con- 


cern and yet be poorly adapted to the 


needs of another. 


In preparing a plan to fit your special 


needs, the cooperation of experienced 


Trust Officers should prove helpful. 


Your inquiry is invited. 


CHEMICAL 
BANK 


TRUST COMPANY 


Founded 1824 


MAIN OFFICE 
165 BROADWAY, NEW YORK (15) 


BRANCH OFFICES: 


No. 320 Broadway 
23rd St. — 10th Ave. 
29th St. — Sth Ave. 
44th S.. — Broadway 
46th St. — Madison 





49th St. — Lexington 
11 West 5ist Street 
57th St. — 8th Ave. 
74th St. — Madison 
Brooklyn-50Court St. 





















































WESTERN MICHIGAN 
Topic: EXCESS PROFITS TAx 
Mr. Harold Tamblin, resident partner of 
Lawrence Scudder and Company, Grand 
Rap‘ds, led‘a discussion on “Excess Profits Tax 
Carry-Back and Carry-Over,” at the October 
9 dinner meeting of the Western Michigan 
Control. The meeting place was the Lone Elm 
Inn, in Sparta. 


Liquidation as Factor in Net 
Loss Carryback 


The United States Tax Court recently 
rebuffed a Treasury Department move to 
bar corporations from benefits of the net 
loss carry-back provisions where the losses 
were sustained under conditions of ligui- 
dation or dissolution. 

In a ruling of possible broad applica. 
tion affecting the tax status of many war- 
time companies which completed their 
productive role with the wer's end, the 
Tax Court, late in August, rejected the 
Treasury contention that companies are 
not entitled to the carry-back where they 
are not still maintaining productive op- 
erations. The court said there is nothing 
in the tax law to impose such a limitation 
on use of the carry-back credits. 

The case involved a winery company, 
which substantially wound up its business 
in 1943, but maintzined a skeletal exist- 
ence thereafter. Carry-back deductions to 
cover net operating losses for 1944 and 
1945 were claimed, and, although denied 
by the Revenue Commissioner, were to- 
day upheld by the Tax Court. 

The Revenue Commissioner argued on 
the theory that the company. was in fact 
“substantially. liquidated and marking 
time” in 1944 and 1945 and was “no 
more the taxpayer it was in previous yeats, 
in substance and fect, than if it had le 
gally changed its existence.” 

The court decision, noted the “New 
York Journal of Commerce,” directly 
raises the question as to whether the tax 
tribunal would apply the same reasoning 
in cases involving the unused excess prof- 
its tax carry-back as it did in this ruling 
which involved the net loss carry-back 
provisions. 


Commercial Exports Are 
At Peak for 25 Years 


Commercial exports in June rose to 
$684,000,000, the highest level for any 
month since December, 1920, when they 
were $720,000,000, the Census Bureau 
reported. 

Total exports, which include UNRRA 
and Lend-Lease shipments, were $878; 
000,000 in June, an increase of $27,000, 
000 over May. A $31,000,000 increase i 
commercial exports over May was offset 
in part by decreases in UNRRA and Lend- 
Lease. 

June imports were $385,000,000, off 
$12,000,000 from May and 5 per cent. 
below the $406,000,000 high for 15 yeats 
reached during April, 1946. 
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ODAY’S profit margins simply won't bear the load of 
faulty, wasteful methods. With material and labor costs 


pushing up from below, and price limitations weighing heav- 
ily above, operating profit is being squeezed ... plenty. 


And... there are few businesses that do not contain a 
hidden profit potential in controllable costs. Manufactur- 
ing practices and operating procedures that were perhaps 
justifiable in different times, under different conditions—now 
represent waste ... extravagance... loss. 


Cost conditions in materials, labor, overhead are reflected 
instantly, dramatically by the Kardex Visible method of cost 
analysis, which provides: 


1 Cost information centralized in one compact record. 
Clerical work is reduced to the minimum, much laborious 
posting-in-duplicate eliminated. All factors necessary to real 
control are in one place — available for immediate action. 


2 Percentages above or below established production 
costs charted visibly. Exclusive Remington Rand 
Graph-A-Matic signaling right on vis- 
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o ae 


“ollable costs 


ible margin of data records compels attention to items which 


require action. 


3 Pricing for profit that is faster, easier. Confirming or 


‘ 


modifying prices becomes a ‘snap,’ when pertinent data is 


compactly organized, graphically ‘‘pictured.’’ 


ARDEX Cost Analysis systems may be installed without 

disturbing your operating staff—and your own clerks 
trained by Remington Rand experts to follow efficient Kardex 
procedures. Start now on the road to “maximum yield oper- 
ation” by reading ‘‘Cost Analysis for Profit Control,’ a 
research report containing 36 “case histories” of cost con- 
trol methods—it will be gladly loaned you on request. Write 
to us or call your nearest Remington Rand representative. 































NEW MEMBERS ELECTED 








At a meeting of the National Board of Direc- 
tors held October 18, 1946, the applicants named 
below were elected to active membership in The 
Institute: 


NorMAN L. ARONSON 
William Filene’s Sons Company, Boston, Mas- 
sachusetts 

RICHARD D. AYLING 
Whitehall Pharmacal Company, New York 
City 

GEORGE P. BREECE 
Jacobs Aircraft Engine Company, Pottstown, 
Pennsylvania 

J. C. FARLEY 
Radio Tube Division, Sylvania Electric Prod- 
ucts, Inc., Emporium, Pennsylvania 

CHARLES A. FERGEN 
W. B. Coon Company, Rochester, New York 

Eric G. GABRIELSON 
The Bristok Company, Waterbury, Connecti- 
cut 

A. A, GAUTHIER 
The Barbizon Corporation, 475 Fifth Avenue, 
New York City 

JaMEs D. Hayes 
Bradford Supply Company, Bradford, Penn- 
sylvania 

STUART T. HENSHALL 
Sharp & Dohme, Incorporated, Philadelphia 

C. Cecit HILy 
Clark Brothers Company, Inc., Olean, New 
York 

G. C. Hyatr 
A. Y. McDonald Manufacturing Company, 
Dubuque, Iowa 

TREVOR G. INGRAM 
Universal Moulded Products 
Bristol, Virginia 

CLARENCE E. MCCAULLEY 
Elliott Company (Ridgway Division), Ridg- 
way, Pennsylvania 

F. EowArD MAcDONALD 
The Girdler Corporation, Louisville, Ken- 
tucky’ 

DoNALD P. MorGaANn 
National Forge & Ordnance Company, Irvine, 
Warren County, Pennsylvania 

G. E. NADOLSKE 
North Penn Gas Company and subsidiaries, 
Port Allegany, Pennsylvania 

JOHN S. PERKINS 
William Filene’s Sons Company, Boston, Mas- 
sachusetts 

JOHN H. Quast 
The Girdler Corporation, Louisville, Ken- 
tucky 


” 


Corporation, 





YOUR ANNUAL REPORT 


graphically portrayed, tells a story 
readers will not overlook. 


For a complete statistical and 
graphic presentation service, call 


CHART-FACTS 
154 Nassau St. New York 7, N. Y. 
Wo 2-5886 


Illustrated Brochure on Request—No 
Obligation 


Out-of-town inquiries invited 


CLARENCE G. RICKERT 
Peerless Manufacturing Corporation, Louis- 
ville, Kentucky 
A. D. Root 
Pennsylvania Power & Light Company, Allen- 
town, Pennsylvania 
H. H.. SCAFF 
Ebasco Services Incorporated, New York City 
G. PAUL SCHEELE 
Bowser, Inc., Fort Wayne, Indiana 
FREDERICK W. STAMM 
University of Louisville, Louisville, Kentucky 
JAMES D. VAUGHN ‘ 
American Locomotive Company, New York 
City 





Election of the 24 new 
members named above 
brings the membership 
of The Institute to 

2,874 
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Change of Name for Morris Plan 
Insurance Society 


The name of The Morris Plan Insurance So. © 
ciety has been changed to Bankers Security 7 
Life Insurance Society, it was announced by | 
Frank J. Scott, president. This move was neces- ~ 
sitated by the growing demand for credit life 
insurance on the part of commercial banks 
throughout the country. 

The Society was organized in 1917 as the 
first life insurance company to specialize in 
insurance covering the lives of borrowers, and 
originally provided this insurance to the vari- 
ous Morris Plan banks. In 1935, however, 
coverage was extended to a limited number of 
commercial banks. At the outbreak of the war 
in 1941 the Society was insuring over 350,000 
borrowers for more than $85 million. The 
new company will expand its facilities and of- 
fer its services to a greater number of banks 
and other lending institutions. 

The Society is incorporated in the State of 
New York, and operates nationally from its 
offices at 420 Lexington Avenue in New 
York City. Officers of the Society are Arthur 
J. Morris, chairman of the board; Frank J. 
Scott, president; Robert F. Talbott, first vice 
president; Harry O’Brien, vice president and 
treasurer; and James A. Bancroft, secretary. 

* * 

While savers bought $2.1 billion worth of E 
bonds during the first five months of 1946, 
spenders cashed in $2.6 billion, and also were © 
increasing consumer debt at annual rate of 7 
$2.75 billion —Tax Foundation. 4 


Price Controls and “Planners” Combine 
To Stymie Grocery Production 


The production of food and grocery 
products will continue to be hampered as 
long as there is government control of 
prices without corresponding control of 
wages and so long as there are “planners 
who look forward to solving the problems 
of the world with American food and 
American money.” This prediction was 
made September 17 by Paul S. Willis, 
president of Grocery Manufacturers of 
America, Inc., in an address prepared for 
delivery at the fifteenth annual meeting of 
the Controllers Institute of America at the 
Hotel Commodore, New York. Comment- 
ing on food industry planning, Mr. Willis 
stated : 

“We do have plans for the day after to- 
morrow. We made them yesterday. We 
expected to have them in operation today. 
Plans for new buildings and new products 
are ready for execution when we finally 
return to a free market. New machinery 
is on order to replace equipment worn out 
in the breaking of food production rec- 
ords during the war. 

“There will be a host of new packaged 
foods on the market, foods that please the 
palate and at the same time furnish their 








H. CHARLES KWASHA 


Consulting Actuary 
Employee ‘Pension “Plans 
50 Broad St. New York 4, N. Y. 








users with necessary vitamins and miner- | 
als. The employment of new and more 
modern production techniques will bring | 
all of these foods to the American people 
at prices within the reach of all. 

“But not until we are free to operate 7 
under a sensible national economy which 7 
recognizes supply and price considera- 
tions.” 


New Tax Computer 


A new tax computer which can be easily 7 
read at eye level and requires only one hand © 
for operation has been placed on the market | 
by Briam Industrial Corporation, New York. | 
The company announces that there are avail- 7 
able separate complete roller charts for each ~ 
period—daily, weekly, bi-weekly, semi-monthly, | 
or monthly—and that in the event of a change = 
in the withholding tax rate, replacement charts 
will be available at a nominal price. 





APPRAISALS 


Made by qualified experts in all lines Ee 
STANDARD APPRAISAL COMPANY | 


6 CHURCH ST. stuants 4 
NEW YORK 


BOSTON 
PHILADELPHIA 


PITTSBURGH DETROIT | 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE : 
25 E. Jackson Blvd. Chicago, Ill. 4 























